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TOBACCO EQUALIZATION ACT OF 1985 



THURSDAY, JULY 18, 1985 

House of Representatives, Subcommittee on Tobacco 
AND Peanuts, C!ommittee on Agriculture, Jointly 
With the Subcommittee on Select Revenue Meas- 
ures, Committee on Ways and Means, 

Washington, DC. 
The subcommittees met, pursuant to notice, at 10:10 a.m., in 
room H-137, the Capitol, Hon. Charles B. Rangel (chairman of the 
Subcommittee on Select Revenue Measures) presiding. 

Present: Representatives Vander Jagt, Campbell, and Thomas of 
California, Subcommittee on Select Revenue Measures. 

Present: Representatives Rose, Jones of North Carolina, Hatcher, 
Whitley, Tallon, Thomas of Georgia, Hopkins, and Combest, Sub- 
committee on Tobacco and Peanuts. 
Also present: Representatives Cooper, Perkins, and Sisisky. 
Staff present: Rob Leonard, Susan Rogers, and Peggy Butner, 
Committee on Ways and Means. 

Glenda L. Temple, clerk; Joan Teague Rose, Heidi Pender, Rick 
Kirchhoff, and Carol Ann Dubard, Committee on Agriculture. 

OPENING STATEMENT OF HON. CHARLES ROSE, A REFRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NORTH CAROLINA 

Mr. Rose. The subcommittees will please come to order. 

The Subcommittee on Tobacco and Peanuts of the House Agricul- 
ture Committee and the Subcommittee on Select Revenue Meas- 
ures of the House Ways and Means Committee are holding this 
joint public hearing today to consider H.R. 2600, the Tobacco 
Equalization Act of 1985. . 

Before he makes his opening statement, I want to publicly thank 
Chairman Charlie Rangel, the chairman of the Select Revenue 
Measures Subcommittee, for agreeing to hold this subcommittee 
hearing with us. There are not many people in this House who are 
any busier than Charlie Rangel, and him giving of his time to come 
and listen to some of this testimony today is a real favor for us. 

We are at a crossroads in the Tobacco Price Program. We agreed 
in 1982 that we would run the program at no net cost to the tax- 
payers. Since that agreement, the dollar has brought large quanti- 
ties of offshore tobacco into this country; and we find that our sta- 
bilization warehouses are overflowing with tobacco, for which the 
American farmer is responsible. 

We all know that there are things that must be done to change 
the Tobacco Price Support Program to make American tobacco 
more competitive on the world market. It was not my intention in 

(1) 
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drafting H.R 2600 that we in that bill cure all the things that need 
to be done with the Tobacco Support Program, but to rather ad- 
dress the central problem of how we dispose of the millions of 
pounds of surplus tobacco that are in the warehouses of the cured 
and hurley stabilization cooperatives. 

The other body has a bill that would address that problem by 
using funds from the Treasury. I feel that it is rather unlikely that 
either body would pass such a measure in the current situation 
that we find ourselves in in Washington. I believe that the measure 
that we have before us today has a more reasonable prospect of 
finding favor with our colleagues, either in this or some slightly al- 
tered form. 

I thank yoa for coming. 

[H.R. 2600 and the prepared statement of Mr. Jones of North 
Carolina follow:] 
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99th congress 
IST Session 



H. R. 2600 

To amend the Agricultural Act of 1949 and the Internal Bevenue Code of 1954. 



m THE HOUSE OF BEPBESENTATIVES 

May 23, 1985 
Mr. Kobe (for himself, Mr. Hatches, Mr. English, Mr. Thomas of Georgia, 
Mr. Stenholm, Mr. Sisiskt, Mr. Boucheb, Mr. Goopeb, Mr. Debbick, 
Mr. Gobdon, Mr. Habtnett, Mr. Pebkins, Mr. Spbatt, Mr. Bedell, 
Mr. DoBOAN of North Dakota, Mr. Edgab, Mr. Lowbt of Washingtcm, 
Mrs. ScHBOEDEB, and Mr. Towns) introduced the foUowing hill; which was 
referred jointly to the Committees (m Agriculture and Ways and Means 



A BILL 

To amend the Agricultural Act of 1949 and the Internal 
Revenue Code of 1954. 

1 Be it enacted by the Senate and House of Representor 

2 tives of the United States of America in Congress assembled, 

3 Section 1. This Act may be cited as the "Tobacco 

4 Equalization Act (^ 1985". 

5 TITLE I— ADJUSTMENT OF TOBACCO PRICE 

6 SUPPORT PROGRAM 

7 Sec. 101. Section 106A of the Agricultural Act of 1949 

8 is amended by adding at the end thereof the following new 

9 subsection: 
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1 ''(h) The provisions of this section shall not apply to the 

2 1985 and subsequent crops of tobacco/'. 

3 Sec. 102. Section 106B of the Agricultural Act of 1949 

4 is amended by adding at the end thereof the following new 

5 subsection: 

6 ''(j) The provisions of this section shall not apply to the 

7 1985 and subsequent crops of tobacco.". 

8 Sec. 103. The Agricultural Act of 1949 is amended by 

9 inserting after section 106B the following new sections 106C 

10 andl06D: 

11 "price support through loans to associations 

12 "Sec. 106C. With respect to the 1985 and subsequent 

13 crops of tobacco, the Secretary shall carry out the tobacco 

14 price support program through the Commodity Credit Corpo- 

15 ration and shall continue to make price support available to 

16 producers through loans to associations that, under agree- 

17 ments with the Corporation, agree to make loan advances to 

18 producers. 

19 "payments to the commodity credit corporation, 

20 the treasury 

21 "Sec. 106D. (a) Each association that maintains a No 

22 Net Cost Tobacco Fund under section 106A of this Act shall, 

23 as soon as the Secretary determines practicable after Decem- 

24 ber 31, 1985, pay to the Commodity Credit Corporation (re- 

25 ferred to in this section as 'the Corporation') the unobligated 

26 balance of the fund as of December 31, 1985, and shall. 
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1 when directed by the Secretary, pay to the Corporation any 

2 contributions to the fund made by producers after December 

3 31, 1985. Upon such payment, the association shall (1) have 

4 no further liability with respect to the fund either to the Gor- 

5 poration or to any producer who contributed to the fund, 

6 except to the extent that the association used moneys from 

7 the fund in a manner inconsistent with the provisions of this 

8 Act or its loan agreement with the Corporation, and (2) 

9 cancel any capital stock, capital certificate, or qualified per 

10 unit retain certificate issued by the association under section 

11 106A(d), without further liability or obligation on its part to 

12 any holder thereof. If the Secretary determines that the total 

13 amounts of any payments under this subsection by any asso- 

14 ciation to the Corporation exceed the Corporation's realized 

15 net losses with respect to the 1982 through 1984 crops of 

16 tobacco pledged to the Corporation by the association, the 

17 Secretary shall distrilmte, through the association, such 

18 excess to the former holders of such stock or certificates on 

19 such fair and equitable basis as the Secretary may prescribe. 

20 ''(b) The Corporation shall pay to the general fund of 

21 the Treasury (1) as soon as practicable after receiving pay- 

22 ments from associations under the first sentence of subsection 

23 (a), all such payments, and (2) as soon as practicable, the 

24 unobligated balance, as of December 31, 1985, of all-No Net 

25 Cost Tobacco Accounts established under section 106B of 
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4 

1 this Act, and any assessments paid to the accounts after 

2 December 31, 1985. 

3 "(c) For purposes of this section, the term 'the Corpora- 

4 tion's realized net losses' means, with respect to any crop of 

5 tobacco, the amount by which the total principal amount of 

6 the Corporation's price support loan to an association for the 

7 crop, plus the unpaid interest on such loan, exceeds the pro- 

8 ceeds obtained from the sale of all of the tobacco securing the 

9 loan.". 

10 Sec. 104. The amendments made by this title shall take 

1 1 effect upon enactment. 

12 TITLE n— ADDITIONAL TAX ON CIGAIUETTES 

13 SEC. 201. IMPOSITION OF ADDITIONAL EXCISE TAX ON CIGA- 

14 RETTES. 

15 (a) In General. — Subsection (b) of section 5701 of the 

16 Internal Revenue Code of 1954 (relating to tax on cigarettes) 

17 is amended by striking out the period at the end of paragraph 

18 (2) and inserting in heu thereof **; and" and by adding at the 

19 end thereof the following new paragraph: 

20 "(3) Tobacco support program tax. — On all 

21 cigarettes, regardless of weight, the amount per thou- 

22 sand determined under subsection (f). For purposes of 

23 the preceding sentence, if a cigarette is more than 2% 

24 inches in length, each 2% inches (or fraction thereof) 

25 of its length shall be counted as 1 cigarette.''. 
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1 (b) Determination op Bate op Tax. — Section 5701 

2 of such Code is amended by adding at the end thereof the 

3 following new subsection: 

4 "(f) Determination op Bate op Tobacco Support 

5 Program Tax. — 

6 "(1) In general. — Not later than December 15, 

7 1985 and each subsequent calendar year, the Secretary 

8 shall prescribe the rate of tax under subsection (b)(3) 

9 with respect to cigarettes removed during the following 

10 calendar year. 

11 "(2) Determination op rate. — 

12 "(A) In general. — The rate which is to 

13 fl'PPly under subsection (b)(3) to cigarettes re- 

14 moved during any calendar year shall be the rate 

15 determined by the Secretary of the Treasury such 

16 that, based on estimates by the Secretary of the 

17 amount described in paragraph (3), the estimated 

18 closing balance of the Tobacco EquaUzation Trust 

19 Fund for such calendar year is not less than 

20 $10,000,000. 

21 "(B) Minimum' RATE. — The rate determined 

22 under subparagraph (A) shall in no event be less 

23 than 2 cents. 

24 "(C) Rounding. — If the amount determined 

25 under subparagraph (A) is not a multiple of 1 
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1 cent, such amount shall be rounded to the next 

2 highest multiple (rf 1 cent. 

3 "(3) Special bulbs fob dbtebminino bate. — 

4 "(A) In obnbbal. — ^For purposes of para- 

5 graph (2), in determining the closing baknce of 

6 the Tobacco Equalization Trust Fund, the Secre- 

7 tary of the Treasury shaU assume that — 

8 **& all net realized losses sustained 

9 during the calendar year will be paid from 

10 such fund during such calendar year, 

11 **&l) all distributions to be made by the 

12 Commodity Credit Corporation during the 

13 calendar year will be paid from such fund 

14 during such calendar year, 

15 "(iii) all expenses of administration in- 

16 curred during the calendar year wiU be paid 

17 from such fund during such calendar year, 

18 and 

19 "(iv) section 9505(cKl)(D) wiU not 

20 ftpply during the calendar year. 

21 Items described in clauses (i), (ii), and Oii) shall be 

22 taken into account only if such items may be paid 

23 from such fund. 

24 "(B) Consultation with sbcbbtaby op 

25 AOBiouLTUBE. — Estimates by the Secretary 
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1 under this subsection shall be made after consulta- 

2 tion with the Secretary of Agriculture/'. 

3 (c) Effective Date. — The amendments made by this 

4 section shall apply to cigarettes removed after December 31, 

5 1985. 

6 SEC. 202. ESTABLISHMENT OF TOBACCO EQUAUZATION 

7 TRUST FUND. 

8 (a) In General. — Subchapter A of chapter 98 of the 

9 Internal Revenue Code of 1954 (relating to Trust Fund 

10 Code) is amended by adding at the end thereof the following 

11 new section: 

12 "SEC. 9505. TOBACCO EQUAUZATION TRUST FUND. 

13 "(a) Creation of Trust Pund. — There is established 

14 in the Treasury of the United States a trust fund to be known 

15 as the Tobacco Equalization Trust Fund', consisting of such 

16 amounts as may be appropriated, credited, or transferred to 

17 the Tobacco Equalization Trust Fund as provided in this sec- 

18 tion, section 9602(b) (relating to crediting of interest, etc.). 

19 "(b) Transfers to Tobacco Equalization Trust 

20 Fund.— 

21 "(1) In general. — There are hereby appropri- 

22 ated to the Tobacco Equalization Trust Fund amounts 

23 equivalent to the following: 

24 "(A) Tobacco support program tax. — 

25 The taxes received in the Treasury under section 
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8 

1 5701(bX3) (relA^ng to tobacco support program 

2 tax). 

3 "(B) Balances of no net cost tobacco 

4 FUNi>8 AND ACCOUNTS. — The unobligated bal- 

5 ance, as of December 31, 1985, of each No Net 

6 Cost Tobacco Fond and eadi No Net Cost Tobac- 

7 CO Account established mider sections 106A or 

8 106B of the Agricultural Act of 1949, and any 

9 contributions made to any such fund or assess- 

10 ments paid to any such account after December 

11 31, 1985. 

12 "(2) Special bulb.— Paragraph (IKA) shall be 

13 applied as if , on January 1, 1986, such paragraph ap- 

14 plied to taxes which are estimated to be received 
16 during 1986. 

16 "(c) Expenditubes Fbom Tbust Fund. — 

17 ''(1) In oenebal. — Amounts in the Tobacco 

18 Equalization Trust Fund shall be available, as provided 

19 in appropriation Acts, for — 

20 "(A) the reimbursement of the Commodity 

21 Credit Corporation for the amount of any net re- 

22 alized losses sustained after December 31, 1985, 

23 by such Corporation on loans made by such Cor- 

24 poration under sections 106, 106A, 106B, and 

25 106C of the Agricultural Act of 1949 with 
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9 

1 respect to the 1976 and subsequent crofs of 

2 tobacco, 

3 ''(B) the pa3anent to the Commodity Credit 

4 Corporation of the amount of any distributions 

5 made by such Corporation to producers under the 

6 last sentence of section 106D(a) of the Agricultur- 

7 al Act of 1949, 

8 "(C) the pa3anent of all expenses of adminis- 

9 tration incurred after date of enactment — 

10 "(i) by the Department of the Treasury 

11 in administering the tax imposed by section 

12 5701(bK3) (including determining the rate of 

13 such tax under section 5701(f)) and in carry- 

14 ing out its responsibilities with respect to 

15 such trust fund, or 

16 "(ii) by the Commodity Credit Corpora- 

17 tion in determining the amount of the net re- 

18 alized losses described in subparagraph (A) 

19 and distributions described in subparagraph 

20 (B), and 

21 "(D) the payment to the general fund of the 

22 Treasury of amounts which the Secretary of the 

23 Treasury determines (after consultation with the 

24 Secretary of Agriculture) — 
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1 . "(i) are in excess of the amounts neces- 

2 sary to make the payments described in sub- 

3 paragraphs (A), (B), and (C), and 

4 "(ii) will not reduce the closing balance 

5 of such fund for any calendar year (deter- 

6 mined in accordance with section 5701(f)) to 

7 less than $10,000,000. 

8 "(2) Net bbalizbd losses. — For purposes of 

9 this subsection, the term 'net realized losses' means, 

10 with respect to any loan, the excess of — 

11 ''(A) the outstanding balance of any such 

12 loan for any crop of tobacco (including unpaid in- 

13 terest on such loan), over 

14 "(B) the proceeds of the sale (if any) of all of 

15 the tobacco securing the loan. 

16 "(d) Special Rules. — For purposes of this section — 

17 "(1) All loans taken into account. — For 

18 purposes of determining net realized losses with re- 

19 spect to any crop of tobacco, all loans with respect to 

20 such crop (including loans for overhead costs of the 

21 borrower) shall be taken into account. 

22 "(2) Cbops op tobacco. — The year of a crop of 

23 tobacco shall be the year of such crop for purposes of 

24 sections 106, 106A, 106B, and 106C of the Agricul- 

25 tural Act of 1949.". 
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1 (b) Clerical Abiendment. — The table of sections for 

2 such subchapter A is amended by adding at the end thereof 

3 the following new item: 

"Sec. 9505. Tobacco Equalization Trust Fund.". 

4 (c) Effective Date. — The amendments made by this 

5 section shall take effect on January 1, 1986. 

O 
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WRITTEN TESTIMONY OF THE HONORABLE WALTER B. JONES 
CONCERNING HR 2600 

Messrs. Chairman, distinguished colleagues of the Agriculture Subcommittee 
on Tobacco and Peanuts and the House Ways and Means Subcommittee on Select 
Revenue Measures, I appreciate having the opportunity to submit testimony 
concerning HR 2600. 

Simply put, I oppose favorable consideration of HR 2600. My reasons for 
opposing this legislation, which are detailed below, are summarized as 
follows: 

-First and foremost, this bill does not effectively deal with 

the basic and real problems facing the tobacco program. 
-Second, it opens the door for subsequent Increases and/or 

earmarklngs of the excise tax on tobacco products. 
-Third, it directly contradicts the sunset provision of the 

Tax Equity and Fiscal Responsibility Act of 1982. 
-Finally, the proposed time frame for providing assistance to 

the tobacco program is Inadequate. 

American tobacco has always been of superior quality, nevertheless, we 

do not enjoy a comparable competitive edge in either the domestic or export 

markets. I cannot look at the tobacco program in its current situation 

and pinpoint an exclusive area which is the "root of evil". Such pinpointing 

is Impossible because the program and problems are multlfaceted and 

interrelated. 

From my understanding, HR 2600 would earmark 2c of the excise tax on 
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cigarettes with the proceeds being utilized to pay the current debt owed 
CCC and replace the no-net-cost assessnent in future years. In my 
humble opinion, this is not an effective method of addressing the 
problems at hand. It simply shifts the financial burden of the program 
from the taxpayer and producer to the taxpayer. The 2c tax gives the 
program a new coat of whitewash; it does not restore economic viability. 

Why are assessments 25c and 30c per pound respectively for flue-cured 
and hurley tobacco? Why is the level of flue-cured stabilization stock 
over 800 million pounds? Why has the percentage of Imports for domestic 
consumption steadily Increased? Why has the market share of exports 
steadily decreased? These are the questions that must be addressed and 
answered if the tobacco program is to survive. 

These questions and more Importantly, solutions to these questions, are 
not addressed in HR 2600. Although this bill provides for elimination 
of the staggering debt owed CCC by shifting the financial burden of the 
program to taxpayers and ownership of the stock to producers, it does 
not provide any guidance as to the loarket ability and ultimate disposal 
of stock. Even a casual review of the level of stock held by Stabilization 
since 1982 reveals we are faced with a buyer's market where large amounts 
of tobacco are not easily sold. It is tantamount to obtaining clear 
title to a broken down Edsel: who wants to buy it? In my opinion, 
timely disposal of both flue-cured and hurley stocks in a manner so as 
not to disrupt the quota level is the most critical aspect of maintaining 
a viable tobacco program. 

But even with timely disposal of these stocks, there must be a mechanism 
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for preventing the level of stock from duplicating theM quant itlM. 
Again, HR 2600 does not address this problem. What it does is create an 
amorphous, automatic purchaser to which no one Is accountable. As such, 
1 anticipate the level of Stabilization stock to continue increasing at 
current levels if not higher. Moreover, there is no incentive whatso- 
ever in HR 2600 to create a more marketable environment for domestic 
leaf particularly if the level of the excise tax does not exceed 16c. 
According to statistics from USDA, the level of imports for both per- 
centage of market share and actual poundage for domestic consumption 
increased after the tax was doubled in 1982. Earmarking 2c of the 
current level will not alter the purchasing methods of tobacco buyers. 
At the same time, increasing the tax to a level which would be effective 
will surely decrease consumption to the point of killing the program. 

Another important element in the tobacco program is the price support 
level. Under HR 2600 the price support levels would not change. On 
Tuesday of this week, several members of the Flue-Cured Tobacco Cooperative 
Stabilization Corporation visited with me and requested that I do all 
within my ability to assist in requesting the Secretary of Agriculture 
to administratively lower the price support for flue-cured from $1.70 to 
$1.A0 per pound prior to the opening of the markets. The Georgia and 
Florida markets open Wednesday, July 24, 1985. Their concern: market- 
ability of the 1985 crop. 

Absent Immediate administrative relief, approximately 200 million pounds 
of flue-cured tobacco will go under loan to Stabilization bringing the 
total to over 1 billion pounds. Stabilization cannot handle this level 
of tobacco at current prices. Obtaining a marketable price support 
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level which does not reduce the profit margin of the grower Is extremely 
Important, If not mandatory. 

HR 2600 assumes that the 2c tax will Improve market conditions; It will 
not. Greater amounts of tobacco will go Into our "reserves" while the 
market continues operating under current conditions. This scenario Is 
not healthy for any segment of the tobacco community and will In the 
long run be extremely harmful to the very existence of the program. 

Hy second point of opposition to this bill Is that it opens the door for 
subsequent Increases and/or earmarklngs of the excise tax on tobacco 
products. The effect of earmarking this tax cannot be viewed In a 
vacuum. There are numerous groups who would like nothing better for the 
tobacco program to receive a bite of the apple so that they too can 
better attempt to utilize the tax as the ultimate benefactor of various 
programs. The mere consideration of an earmarking establishes what 1 
believe to be an extreoMly dangerous precedent which will lead to 
increased taxes or loss of funds from the general revenue fimd. I know 
some tobacco growers support using a portion of the tax for tobacco 
purposes but 1 would be hard pressed to believe that these same growers 
are willing to underwrite, at the levels requested, programs such as 
Social Security or Medicare. 

Approximately tiro weeks ago, I submitted testimony to the House Ways and 
Means Committee urging that the promise made three years ago regarding 
the sunset of the excise tax from 16c to 8c on October 1, 1985 be honored. 
Without a dramatic loss of general revenue funds, the excise tax must be 
maintained at 16c or more likely increased to accomodate the minimum 2c 
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earmarking. Such action vould contradict the mandate of the sunset 
provision of TEFRA and constitute a breach of the commitment made In 
1982. In addition, HR 2600 contemplates a flexible excise tax. Given 
the circumstances referred to earlier regarding the Increased level of 
stabilization stocks. It Is quite possible that the earmarking will have 
to be Increased from the original 2c resulting In an additional Increase 
In the overall excise tax or a loss of money from the general revenue. 
Neither situation Is acceptable given the sunset provision of TEFRA and 
the constructive efforts being made toward tax reform. 

Tangential to this point Is the question "who really \rLll pay for the 
tobacco?" The news release announcing Introduction of HR 2600 Indicated 
that tobacco companies would be the payors when It stated "This bill 
ensures that the tobacco companies will bear part of the burden of the 
tobacco program". I submit that ultimately the payor will be the 
American taxpayer regardless of the level of the tax. 

On July 24, 1985 the first flue-cured markets will open In Georgia and 
Florida. There Is no doubt In my mind that this Is the most critical 
marketing season the tobacco community has ever encountered. Critical 
to the point of, absent immediate assistance, possible termination of 
the program. As 1 mentioned earlier, the Board of Directors of the 
Flue-Cured StabllieatloQ Corporation are in Washington this week request- 
ing assistance in lowering the price support prior to July 24, 1985. 
Time is of the essence. HR 2600, if enacted, would not become effective 
until January 1, 1986 and I do not anticipate that revenue for the 
Tobacco Equalization Fund would be forthcoming until a much later date. 
By that time, the question of whether this is the best method of address- 
ing the tobacco situation will be moot. 
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In conclusion, HR 2600 oust be viewed as an absolute, last resort answer 
for the tobacco program. With other alternatives currently being considered, 
both legislative and administrative, the tine is not ripe for consideration 
of this bill. Although I speak only for myself, I believe this position 
is supported by my colleagues from other major tobacco producing districts 
as is evidenced by the lack of cosponsors for HR 2600 especially from 
North Carolina and Kentucky. I respectfully request that members of 
both Subcommittees refrain from favorable consideration of HR 2600. 



WALTER B. JOUgS 



July 18, 1985 

Member of Congress 
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Mr. Rose. I would like to ask now that Chairman Rangel take 
the gavel and make any comments that he would like to make. 

OPENING STATEMENT OF HON. CHARLES B. RANGEL, A REPRE- 
SENTATIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. Rangel. Thank you, Mr. Chairman. 

As all of you know, the Committee on Ways and Means is re- 
viewing a complex tax reform package. In all probability we will 
soon be dealing with the question of excise taxes; which naturally 
will include the tax on cigarettes. 

In the past, we have worked very closely with the Committee on 
Agriculture, especially the Subcommittee on Tobacco and Peanuts, 
to make certain that what we are doing over there in taxes does 
not adversely affect the tobacco industry, more particularly the to- 
bacco farmer, and even more specifically, the smaller tobacco 
farmer. That is why the chairman of our committee has agreed 
that I should join with Chairman Rose in a review of H.R. 2600, to 
make certain that when the Subcommittee on Select Revenue 
Measures, as well as the full Committee on Ways and Means re- 
views the question of cigarette taxes, we do it with a full under- 
standing of what impact this is going to have on the tobacco indus- 
try, which certainly includes the large and the small tobacco 
farmer. 

In the past, we have had a very close working relationship with 
this subcommittee, especially with Charlie Rose. We expect to have 
that same close cooperative working spirit as you work out the best 
possible solutions that you can in your committee. You can depend 
on the support of the Committee on Ways and Means in working to 
that end. 

Thank you for this opportunity, Mr. Chairman. 

Mr. Rose. Thank you, Mr. Chairman. 

At this time we are very honored to have as our first witness the 
Honorable Albert Gore, the U.S. Senator from Tennessee. Senator 
Gore is an original cosponsor of H.R. 2600. 

Senator Gore, we thank you for taking time from your schedule 
for coming here and to speak before us on H.R. 2600. 

STATEMENT OF HON. ALBERT GORE, JR., A U.S. SENATOR FROM 
THE STATE OF TENNESSEE 

Senator Gore. Thank you very much. Chairman Rose, Chairman 
Rangel, members of both subcommittees. 

It is an honor for me to be here to testify this morning on an 
issue of profound importance in the jurisdictions of both subcom- 
mittees. It involves the very serious problems the tobacco program 
has, and the potential impact on tobacco growers and taxpayers. 
You have an illustrious witness list I see here, and you are going 
into this in appropriate depth. 

I would commend to your attention later on the testimony of a 
good friend of mine, James Putnam, from the Tennessee Farm 
Bureau, but in light of the testimony that he and all these other 
witnesses are going to give, I am going to try to keep my remarks 
brief this morning; but I think it is important in addressing a sub- 



Digitized by 



Google 



21 

ject like this to lay out the history of the tobacco program, and the 
factors that have created the current crisis. 

This program was begun 50 years ago during the New Deal, of 
course, by President Roosevelt, to control tobacco production and 
stabilize prices in an effort to alleviate the desperate poverty in 
which Appalachia and surroimding geographical areas were 
trapped. Within the living memory of people still alive today, the 
poverty, himger, and malnutrition in these areas of our country 
was just horrible. 

The tobacco program came in, along with other improvements, 
and dramatically changed the situation. This program has helped 
spread the economic benefits of tobacco production from a handful 
of highly concentrated and enormously profitable manufacturing 
companies to a very large number of small family farms. 

The program protects the small grower from the otherwise unre- 
strained and enormous market power of a few large companies. It 
has lifted the standard of living for many individuals, and provided 
a means for earning a modest income. 

Take my own State of Tennessee, as an example. We have 
100,000 tobacco farmers in Tennessee, and the average tobacco field 
is less than 2 acres, 1.9 acres. So what we are really talking about 
when we are talking about this program is a program that benefits 
hundreds of thousands of smsdl family farms in the Southern 
United States and elsewhere. 

Now, let me state clearly and imequivocally, therefore, my con- 
cern is for protecting the grower. The companies are not the ones 
that need help in the current crisis. They are going to do fine. And 
no one is talking about outlawing the smoking of cigarettes. You 
understand that the question is not whether or not people are 
going to smoke; so as long as we have freedom of choice in that 
area in this country, some people are going to smoke cigarettes, so 
the question is where will the economic benefits of growing tobacco 
go? 

Will they continue to go to these small, family farmers or will 
they go, instead, to the concentrated manufacturing companies? 

Well, the program is in jeopardy, partly because those companies 
have abandoned the small growers. Now, over the years there has 
been a kind of an alliance, but circumstances change, and some- 
times that alliance is really strained. In this case the companies 
have decided to obtain ever-increasing quantities of tobacco off- 
shore, tobacco that these American companies are encouraging 
Third World countries to grow at the expense of rain forests and 
soil conservation techniques, in some cases, and certainly at the ex- 
pense of American tobacco farmers. 

As a result, large quantities of surplus American tobacco, 1.3 bil- 
lion poimds of Flue-cured and hurley tobacco combined, have accu- 
mulated in the last several years. These surpluses threaten to 
bankrupt the farmer-financed program, and unless proper action is 
taken, the tidal wave of tobacco that is swamping the program will 
stamp taxpayers, also. 

How do we deal with the problem? Is there a way to save the 
tobacco program, in a form beneficial to growers, without adding $1 
billion to the budget deficit? 
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The companies have developed one proposal. It calls for slashing 
the support price and linking it to the market average in future 
years. It would also continue the no net cost assessments that have 
proven so onerous to growers because of the compcmies' actions, 
and this bill would give compcmies complete and total control of 
the quota system under which tobacco is grown. 

They would set the quota, and under Federal law, the Depart- 
ment of Agriculture would be required to set the quota within 3 
percent, either way, of what the companies told the Government 
the quota should be in that year. In effect, the companies would 
completely control the market under their proposal, and you would 
see the American quota squeezed down, down, down, and the im- 
ports going up, up, up. Growers would no longer be protected from 
the market power of the companies. The companies' proposal 
would subject small growers to this enormous market power; this 
proposal, if enacted would fly in the face of the historical reason 
for the program's existence, and the proposal does absolutely noth- 
ing about imports, as I mentioned a moment ago. 

During negotiations leading to the development of that proposal, 
the companies flatly stated that they refused even to discuss im- 
ports. So this proposal was very dubious from farmer's point of 
view in my judgment, and it is disastrous from the taxpayer's point 
of view. 

Under the industry proposal, the companies would be authorized 
by legislation to coUusively purchase the surplus tobacco at an out- 
rageous discount of up to 90 percent; that would cost the Treasury 
and the taxpayers $1 billion. There would be no source of revenue 
to compensate for this loss; and for those tobacco farmers in Ten- 
nessee and North Carolina, and elsewhere; Kentucky and else- 
where, who believe for one minute that the House and Senate of 
the United States are right on the verge of adding $1 billion to the 
budget deficit for the tobacco program, come on, let us wake up 
and think about what the realities of this situation are. This is just 
not in the cards. 

Yes, it is true, the taxpayers would suffer a loss if nothing was 
done, but ladies and gentlemen, members of these two subcommit- 
tees, the Congress is not going to add $1 billion to the deficit in 
order to deal with a program that we told the Congress the farmers 
were going to finance. 

Now, Chairman Rose and I have developed an alternative that 
seeks to avoid these pitfalls, and seeks to take a more realistic view 
of this situation. It is fiscally responsible. It will help American 
farmers grow more tobacco, and it will continue to spread the eco- 
nomic benefits of tobacco among the small growers. 

S. 1205, which I have introduced, is the Senate version of the bill; 
it is identical; would provide 2 cents of the excise tax to fund the 
tobacco program. The legislation would restore the tobacco pro- 
gram to a sound financial footing. The tax would increase if im- 
ports rose and the cost of the program increased, or fall if imports 
dropped, and the cost of the imports decreased. It would be pay-as- 
you-go budgeting in practice. 

We must also consider the consequences I mentioned a moment 
ago, if no actions are taken, and events are left to run their course. 
Under current law, farmers pay the cost through no net cost as- 
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sessments despite the diligent efforts of stabilization cooperatives, 
including Bill Myers of the Burley Stabilization Corp. from Knox- 
ville, who will testify later today. 

In fact, Bill Myers and others have done well to hold the cost as 
low as they have. They deserve tremendous credit, but the cost is 
still skyrocketing because the surplus is so large. Burley tobacco no 
net cost assessments have increased from 1 cent per poimd in 1982, 
and they told us in the beginning it is going to be 1 or 2 cents; 
don't worry about it. It has now gone up to 30 cents per pound this 
year, and unless action is taken, the assessment for next year could 
be 50 cents per poimd, or higher. 

Now, as everyone knows, farmers will have the opportunity at 
referenda in December, for Flue-cured tobacco, and February of 
1986 for burley tobacco, to decide whether they want the tobacco 
program to continue under these conditions. Farmers will vote. 
From discussions I have had with growers in Tennessee, I believe 
that the program will be voted out rather than continued with 50 
cents per poimd assessments. 

To begin with, if this occurs, the smoking of cigarettes will not 
decline by a single pack. Everyone ought to be clear about that. 
The tobacco program has no effect on the number of cigarettes con- 
sumed in this coimtry. In fact, if anything, it probably holds it 
down a little bit, but if the program is voted out, you will not see 
any reduction in the number of cigarettes smoked; but you will see 
an increase in the budget deficit of over $1 billion, and you will see 
a dramatic decrease in the cash-flow of these small farmers, par- 
ticularly in the Southeast, and you will see land prices plummet, 
and you will see revenues to local governments go down, and you 
will see a genuine serious fiscal crisis in many, many parts of the 
Southeastern United Stetes. 

So in short, opponents of the tobacco program do taxpayers and 
the U.S. Treasury no favor by advocating the end of tobacco price 
supports. This program is the only farm commodity program that 
has never been voted out by producers. If tobacco farmers decide on 
their own to end the program, it will not be a signal that they do 
not want or need a program, but rather that the companies have 
made the program operate in an unaccepteble manner. Growers 
will suffer severe hardships without a tobacco program. 

The program that I advocate along with Chairman Rose will deed 
with these problems in a fiscally responsible manner. It is in my 
view a common sense solution that will preserve the tobacco pro- 
gram. There are no tricks, and there are no hidden costs, and no 
wildly imrealistic assumptions. 

As we all know the question is not whether tobacco will be 
grown; the question is who will grow it. I come down on the side of 
the small farmer, the one currently growing tobacco. I wish to close 
with that. 

Thank you very much, and I will be happy to answer any ques- 
tions, if you want me to. 

[The prepared stetement of Senator Gore appears at the conclu- 
sion of the hearing.] 

Mr. Rose. Thank you. Senator, for obviously, from my perspec- 
tive, an excellent stetement, and reason for these two bills being 
introduced. 



Digitized by 



Google 



24 

Mr. Chairman. 

Mr. Rangel. Thank you, Senator, for a very informative state- 
ment. 

Regarding the 2 cents tax, on what tax are you talking about; 8 
cents, 16 cents? 

Senator Gore. That is a separate question. We are talking about 
the current law, within the current law, with those 2 cents, and 
that is separate from the discussions which I know are already un- 
derway in the Ways and Means Committee, about what happens to 
the other 8 cents. 

Mr. Rangel. So you are saying that when we were talking about 
2 cents on 8, 2 cents on 16 cents, or part of that; that you would 
support the legislation? 

Senator Gore. I personally would, and I think you would find, 
and there is thin ice all over the place where this issue is con- 
cerned, but just so you would have a clear understanding of what 
the situation is, I believe that you will find a view among many 
tobacco growers that the 2 cents we are talking about is the best 
way to solve this problem. 

There is a wide-ranging debate within the tobacco conmiunity 
about how to solve this problem, but I firmly believe that among 
those growers who have taken a close look at it, you will find that 
this is their preferred option. 

Mr. Rangel. How wide apart are the groups? Is there a proposed 
alternative to the solution that you and Chairman Rose have? 

Senator Gore. Yes; there are two bills on the agenda. One biU is 
the one I have been discussing here. The second bill is one that 
originated with the manufacturing companies, with the large to- 
bacco companies, and it has been introduced in the Senate. I do not 
believe it has been introduced in the House. I do not believe it has 
anybody on it over here; but what it would do is, it would give the 
companies the exclusive right to control the quotas, and it would 
give the companies an antitrust exemption, and a legal right to col- 
lusively buy the surplus which is causing these costs now; but at a 
90 percent discount. 

Since the taxpayers stand to lose, then that proposal would 
result in an increase in the budget deficit of $1 billion. Now, you 
will hear some differing views on that today, but my ancdysis of it 
is, that would cost the taxpayers about $1 billion. 

Mr. Rangel. The tobacco growers associations have had both of 
these plans before them; will they be voting on this t3rpe of plan to 
decide which one they would prefer? 

Mr. Rose. If I can come in here, there are groups that we will 
hear from today with regard to the bill introduced this morning, 
and there are some groups that will speak in favor of the other 
proposal that originated with the companies; but the referenda 
that he referred to in his testimony 

Senator Gore. That is separate. 

Mr. Rose. That is where the growers even wanted there to be a 
program, and I think Senator Gore is saying things are as messed 
up as they appear to be in some people's minds, there is a chance 
that they might vote it out. 

i nator Gore. You see, in a lot of these commodity programs, 
t farmers are given the right to see whether they want the pro- 
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gram to continue or not. Some are voted in and out and this one 
has always been approved by the farmers. 

You have the Flue-cured, the burley, in December the Flue-cured 
farmers will vote; and in February, the burley farmers will vote. 
You have got this big surplus; you have to finance it; you have to 
store it; and that cost is all on the backs of the farmers now, and it 
is rising; and they are assessed so much per pound of tobacco. It 
has gone from 2 cents, 30 cents, 50 cents, maybe more; and they 
cannot stand that. 

Under current law, if they vote at the turn of the year to end the 
program, then they also get out from under that burden, and you 
know where it goes? To the taxpayers. So unless some kind of bill 
is passed, the taxpayers will end up bearing a burden in any event. 

Mr. Rangel. And it is your considered judgment, after reviewing 
the other proposal, that as a Senator representing one of the larger 
tobacco-producing States, H.R. 2600 is in the best interest of the to- 
bacco farmers, specifically the smaller tobacco farmers? 

Senator Gore. There is absolutely no question in my mind. No 
question whatsoever. 

Mr. Rangel. Thank you. Senator. 

Mr. Rose. Thank you, Senator. 

Any further questions? 

Mr. Whitley. 

Mr. Whifley. Senator, you recall that the Ways and Means Com- 
mittee decided to double the cigarette tax from 8 to 16 cents. We 
were all assured this was a temporary revenue-raising measure 
that would simset at the end of this current fiscal year. The fact 
that the cigarette tax was doubled almost immediately after the no 
net cost program was approved had an impact on the market and 
the purchase of tobacco. 

The two things happened very close together, and it was obvious 
at the beginning of the next season that the buyers were not 
buying tobacco to the extent that they had previously. 

Now, if the 16 cents tax is not sunset at the end of the current 
fiscal year would it not be simple equity to earmark a small por- 
tion of that tax to make up for the impact that we had when it was 
doubled? 

Senator Gore. I think that is stated very, very well. It would be 
an act of fairness on the part of the tax-writing committees if they 
decide to take that course of action to recognize the problems that 
are in the tobacco area, and say, and some of us in the tobacco area 
say, look, we know what your problem is, and a lot of tobacco farm- 
ers are not kidding themselves in sa3ring there is real pressure on 
that other 8 cents, and if they take that approach, the committees 
could say, look, the earmarkmg of this 2 cents is the way to solve 
this problem. 

We are all one country. Some people give a little, other people 
give a little. Yes. I think that is absolutely true and, you know, an- 
other factor to consider in this is that so many States, and even 
local governments have passed measures sa3dng that it is going to 
be 16 cents in their jurisdiction; no matter what the Federal Gov- 
ernment does. If the Federal Government does it, then a lot of 
these States are going to step right in. 
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So that is another thing that we need to consider, also, and as far 
as the impact on consumption is concerned, the price elasticity fig- 
ures indicate that as far as 2 cents is concerned, there is practically 
no impact at all. Even 8 cents, you are talking about with the 16 
cents, you have got about 6 percent impact, if I am not mistaken. 

In order to have a real serious impact, you are talking about 
numbers far larger than anybody has discussed. 

Mr. Rose. Congressman lliomas. 

Mr. Thomas of Georgia. Senator Gore, I want to commend ^ou 
for your statement. I, too, am in support of this legislation. Did I 
not hear vou correctly, and this is my understanding in the House, 
and I feel about the reaction of this House, if we tried to sell this 
body on a program that would result, regardless of how we might 
describe it in the loss of around $1 billion to the taxpayers of uiis 
country, or to CCC, did I not understand you to say that, of course, 
this would be a very unfavorable mark to tie to the back of legisla- 
tion, and to the issue of tobacco, and you feel this v/ould be a great 
liability for it. Am I hearing you correctly? 

Senator Gore. Yes, I think you have put your finger on the heart 
of the matter. If we could waive a magic wand and say this prob- 
lem would just go away, that is fine. But the alternative to this bill 
is not a magic wand. It is $1 billion increase in the budget deficit, 
at a time when budget negotiations may have broken down, we 
hope not, but they may have broken down, producing what the 
chairman said would be chaos in the efforts of the House and 
Senate to deal with these budget considerations. 

We know what the deficit is doing to the value of the dollar, and 
the trade deficit, and the GNP for the figures for the second Quar- 
ter came out this morning, 1.7 percent; only half of what the flash 
estimate was. Manufacturing is in a recession. This country has got 
to deal with the budget deficit, and all of our colleagues know that. 

That is topic No. 1. Every time we go to speak to any civic club, 
school, or anywhere, and you are telling me that we can go to our 
colleagues in the House and Senate, and say, guess what? We have 
a great idea for you. We are going to increase the deficit by an- 
other $1 billion. 

Now, let us look at the other side just briefly, because actually, 
that does oversimplify the matter, because if nothing is done, the 
taxpayers will incur a large cost in any event; and people with fair 
minds have to look at that; but for us to go to the Congress and 
say, "Either you increase the deficit by $1 billion this way, or you 
will increase it by $1 billion that way," what kind of a position is 
that for us to take with our colleagues? 

I submit to you that it is unrealistic, and under those circum- 
stances, they are likely to say, well, you are telling us it is going to 
be $1 billion increase either way. You told us a few years ago that 
you were going to cover the cost of this program. If that is the way 
you want it, we are not going to pass anythmg you want us to. 

Mr. Thomas of Georgia. We were told that the CCC was totally 
out of funds, and had stopped all purchases. At this time, when 
CCC is totally, its funds totally diminish^, we are looking for an- 
other $1 billion loss. 

Thank you for your statement. Let me bring one other question 
up to you. 
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As I see it, this 2-cent excise tax, I am certainly in favor of this, 
and I think we have very strong rights to request; that it be a very 
strong case for requesting this. 

To me, what the 2 cents is, and one of the strongest points, it is 
literally a user fee, and it would be fairly and equally borne, not 
only by the industry, where the person who purchases a pack of 
cigarettes pays 2 cents, this 2 cents goes to it, but at the same time 
it is indirectly passed right on to everybody involved; as Senator 
Helms liked to refer to them, everybody in the tobacco family; 
those who grow it, process it, those who buy it, and sell it; it will be 
fairly and equally borne, it is a user fee. 

So for once and for all we can say to the people in this country, 
we are now letting tobacco carry its own structure. Would you 
agree with me? 

Senator Gore. I certainly would, and first of all, putting it not 
only on the backs of the small farmer. 

Mr. Thomas of Georgia. And it certainly passes onto, and the 
farmer picks up, his share of the cost of this program as well. We 
are all bearing in the cost, sharing in the cost. 

Thank you. Senator. 

Mr. Rose. Any other questions? 

Senator, we thank you very much for an excellent statement, 
and your time, sir. Our next witness is the Honorable Pete Stark, a 
Member of Congress from California. We have been informed that 
Congressman Stark is unable to be with us. He submitted a state- 
ment for the record. 

I would just happily read one part of it on the second page. He 
says: 

"My point in testifying today is to say that I would support tem- 
porarily earmarking a small part of the 16-cent tax to a form of 
adjustment assistance — like trade adjustment assistance, if you 
will — to help farmers move out of this crop and into new lines of 
production and land use." 

We thank him for that observation. 

[The prepared statement of Mr. Stark appears at the conclusion 
of the hearing.] 

Mr. Rose. At this time I would like to ask, is Mr. David Thomp- 
kins here? 

Will Mr. Earle Bedenbaugh, Deputy Administrator for State and 
County Operations, of Agriculture, and Mr. Jay York, Acting Di- 
rector of Tobacco and Peanut Division, will you please come for- 
ward. 

Go ahead, Mr. Bedenbaugh. 

STATEMENT OF EARLE BEDENBAUGH, DEPUTY ADMINISTRATOR, 
STATE AND COUNTY OPERATIONS, AGRICULTURAL STABILIZA- 
TION AND CONSERVATION SERVICE, U.S. DEPARTMENT OF AG- 
RICULTURE, ACCOMPANIED BY JAY W. YORK, ACTING DIREC- 
TOR, TOBACCO AND PEANUTS DIVISION, AND DAVID NICHOLS, 
FISCAL DIVISION 

Mr. Bedenbaugh. Messrs. Chairmen and members of the sub- 
committees, I am Earle Bedenbaugh, Deputy Administrator for 
State and County Operations, Agricultural Stabilization and Con- 



55-069 O - 86 - 2 

Digitized by 



Google 



28 

servation Service, U.S. Department of Agriculture. I have with me 
today J.W. York, Tobacco and Peanuts Division, and David Nichols, 
Fiscal Division. 

I am glad to be with you to discuss H.R. 2600, which would 
amend both the Agricultural Act of 1949 and the Internal Revenue 
Code of 1954. 

Under the provisions of H.R. 2600, tobacco producers would no 
longer be liable for losses resulting from the sale of tobacco pledged 
as collateral for price support loans. Instead, such losses would be 
covered by a fund generated from excise taxes on cigarettes. 

Currently, the tobacco program is operated under provisions of 
the Agricultural Adjustment Act of 1938 and the Agricultural Act 
of 1949. The 1949 act was amended by the No Net Cost Tobacco Act 
of 1982 to require that the tobacco program be carried out at no 
net cost to the taxpayer, other than administrative expenses 
common to the operation of all price support programs. Under the 
provisions of the 1949 act, as amended, a fund or account is estab- 
lished through contributions or assessments from tobacco produc- 
ers. 

The fund or account is used to ensure that the Commodity Credit 
Corporation will suffer no net losses under its price support lo€ui 
agreements with the tobacco associations with respect to the 1982 
and subsequent crops of quota tobacco. CCC absorbs any net losses 
under its loan agreements with tobacco associations with respect to 
the 1981 and prior crops of quota tobacco. 

H.R. 2600 makes the no net cost provisions of the 1949 act inap- 
plicable to the 1985 and subsequent crops of tobacco. The bill speci- 
fies that CCC would be reimbursed for any net losses sustained 
after December 31, 1985, by the Corporation with respect to loans 
made for the 1976 and subsequent crops of tobacco from a fund 
generated from excise taxes on cigarettes. 

The bill would amend the Internal Revenue Code of 1954 to one, 
impose an additional excise tax on cigarettes and two, establish in 
the Treasury of the United States a trust fund to be known as the 
Tobacco Equalization Trust Fund which would be used to reim- 
burse CCC for such net realized losses. 

The Department opposes enactment of H.R. 2600 for several rea- 
sons: One, this administration opposes tax increases of any type; 
two, the bill does not address the problems associated with the 
level of price support for tobacco in relation to world prices of to- 
bacco; three, tobacco producers or associations would have no in- 
centive to control operating costs; and four, cigarette users would 
pay for losses incurred by associations handling tobacco which is 
used primarily for products other than cigarettes; for example, 
cigars, chewing tobacco, smoking tobacco, and snuff, since there is 
no provision in the bill for a tax on other tobacco products. 

This concludes my prepared statement. I will be happy to re- 
spond to any questions members may wish to ask. 

Mr. Rose. Thank you very much. I did not expect you to be in 
favor of this, but we wanted to give you the courtesy of coming and 
telling us why. 

I do understand your administration's opposition to tax increases 
of any type, but the President's tax reform package that he has 
presented to Congress is about $12 or $13 billion short; and it is 
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going to be some scrounging around for other revenue to kind of 
get that revenue-neutral. 

We know the bill does not deal with all the problems of the price 
support programs. We did not intend it to. Other things, such as 
price support production, need to be taken care of, and will be 
added at a later time. 

I disagree with your other two points, but I appreciate your 
coming in and stating them. 

Any comments from any members of the panel? 

Mr. Rangel. Senator Gore indicated that the farmers voted no 
on the program. Can you inform this Member as to what would 
happen to the indebtedness already incurred by the tobacco farm- 
ers if there were no program at all? 

Mr. Bedenbaugh. I would ask Mr. Nichols to respond to that. 

Mr. Nichols. What would happen would be that CCC would con- 
tinue to sell any tobacco that it has currently under loan, and all 
the sale proceeds would be applied to the outstanding balance and 
accrued interest, and then at that point, if there are no other re- 
sources to get any other funds, those losses would go to the CCC. 

CCC would go first to the tobacco fund or account, take all the 
money that would be available there, and if that does not liquidate 
the loan, then CCC would have unrecoverable losses, and those 
would go to the CCC. The anticipation is that the fund or account 
would cover those losses, though. 

Mr. Rangel. And they are broken down, the CCC? 

Mr. Nichols. They are without borrowing authority. 

Mr. Thomas of California. I understand on your four points that 
you are commenting. No. 1 is a philosophical decision that you 
have made. Talk to me about No. 3 and No. 4. Why would there be 
no incentive to control operating cost? 

Mr. Bedenbaugh. I will ask Mr. York to respond to that, if he 
will. 

Mr. York. Mr. Thomas, I guess we would go back to what we had 
prior to 1982, and I would not say that the association would not be 
restrictive in their management of the funds. I do not really under- 
stand what the intent of this comment is. 

Mr. Thomas of California. You do not understand the intent of 
the comment that is listed as four points of the Department's oppo- 
sition to H.R. 2600? 

Mr. York. No incentive to control cost. 

Mr. Thomas of California. It is in your testimony. No comment 
at all? 

Mr. York. There are association managers here who might feel 
free to comment. 

Mr. Thomas of California. Who had the hand in putting this to- 
gether? Any three of you? 

Mr. Bedenbaugh. Would you like to comment on that? 

Mr. Nichols. One of the things that we would look for is that 
currently, because there are costs to the tobacco bill, we have been 
working very strongly with all of the associations to reduce cost ad- 
ministratively as much as we can, by improving the way they oper- 
ate their cash; the way they operate their inventory, and the way 
the Government deals with them. 
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With the loss, the responsibility of that loss is passed on, it does 
not mean that the associations would have to do the s€une kind of 
watch-dogging and such on their own cost. They could basically 
pickup any land of cost, and go back to the business that they did 
prior to the 1982 type of activity, and any expenses that are in- 
curred, any losses that would be incurred, regardless of what the 
costs may be, would be passed on to the people who would be 
pa3dng the taxes. 

Mr. Thomas of California. Now, in your role as a fiscal officer, do 
you oversee funds at all? 

Mr. Nichols. Yes, I do. 

Mr. Thomas of California. Are they your funds? 

Mr. Nichols. They are CCC funds. 

Mr. Thomas of California. Are they your personal funds? 

Mr. Nichols. As a taxpayer they would be, sir. 

Mr. Thomas of California. So the funds that these people would 
receive, as taxpayers, would be their funds as well? 

Mr. Nichols. I do not follow you. 

Mr. Thomas of California. Well, you oversee funds. They are not 
really your moneys, and I assume that you have a degree of profes- 
sionalism to what you do, and you are not profligate in the way in 
which you deal with those funds. 

Mr. Nichols. Yes, sir. 

Mr. Thomas of California. Why would we assume, then, that 
there would be no attempt at all to control operating costs, because 
it is not their money? Is that the pitch? 

Point No. 4, what percentage of tobacco today, in terms of asso- 
ciations handling tobacco, is cigarette tobacco versus cigar, chew- 
ing, smoking tobacco, and snuflP? Do we have any of those figures? 

Mr. Bedenbaugh. I do not believe we have those figures today. 
Congressman. 

Mr. Thomas of California. But you have them available in the 
shop. 

Mr. Bedenbaugh. We will be happy to supply them for the 
record. 

Mr. Thomas of California. It is a telling point if cigarette tobacco 
consumption is 30 percent of overall tobacco, but if it is 98 percent, 
or less, it becomes less a telling point. 

Mr. Rose. Will the gentleman 3deld? 

Mr. Thomas of California. Sure. 

Mr. Rose. The Director of the Flue-Cured Tobacco 

Mr. York. Over 90 percent. 

Mr. Thomas of California. So if a tax were levied, we would be 
hitting 90 percent of the tobacco consumption. To me, that is less 
meaningful than if it were 30 or 40 percent. 

I have been trying to encourage chewing, but it has not been 
picked up much. 

Thank you very much for your testimony. 

Mr. Rose. Thank you, Mr. Thomas. 

Mr. Tallon. 

Mr. Tallon. Thank you, Mr. Chairman. 

Mr. Bedenbaugh, I appreciate your testimony this morning. I 
would like to ask you a question, though. 
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The proposal that is in the Senate, what is the administration's 
official stance on that? 

Mr. Bedenbaugh. I do not believe we are here to discuss that 
this morning, Mr. Congressman. 

Mr. Tallon. We have heard your opposition to this proposal, and 
I think keeping everything in context, if you developed a position 
on the other proposal, I would certainly 

Mr. Bedenbaugh. I am sure there are official positions. The ad- 
ministration feels that we need to move toward market clearing 
price support levels, and if this other bill would accomplish that, I 
am sure the Reagan administration would be in favor of it, because 
the position is that we should get back into the market; we should 
get in the export market, and farmers that I talked to stated that 
they would like to get back to the business of growing tobacco, and 
I am sure the position to do that 

Mr. Rose. Would the gentleman 3deld? 

Mr. Tallon. Yes. 

Mr. Rose. We agree with you that the market prices are too 
high, but we are trying to talk about how you get rid of the sur- 
plus. Senator Helms is going to have a hearing on Monday as to 
the propc^als developed by the companies. Will you be over there 
to testify in that regard? 

Mr. Bedenbaugh. Probably not; no. 

Mr. Rose. Will any of you be over there? 

Mr. York. We have not been asked. 

Mr. Rose. What is the administration's position on Senator 
Helms' bill, on the $1,200 million price tag? Is there a position? 

Mr. Bedenbaugh. Hopefully the legislation would clear it out, 
with the tobacco companies agreeing to buy surplus. 

Mr. Rose. What is your position on the cost of that legislation so 
far as the deficit? You heard what Senator Grore said, did you not? 

Mr. Bedenbaugh. Yes. 

Mr. Rose. And this administration hates deficits just about as 
bad as it hates taxes, does it not? 

Mr. Bedenbaugh. I am sure it does. 

Mr. York. The Department has not taken a position on this, Mr. 
Chairman. 

Mr. Tallon. The Department has not taken a position on the 
buy-out proposal; is that correct? 

Mr. York. They have not taken a position on S. 1418. 

Mr. Tallon. But they have taken a position on H.R. 2600. 

Mr. York. Yes. 

Mr. Tallon. Is the Department still planning to introduce legis- 
lation that would abolish the tobacco program? 

Mr. York. I do not know, sir. 

Mr. Bedenbaugh. Not to my knowledge not to abolish the tobac- 
co program. 

Mr. Tallon. Secretary Block, did he not have legislation that he 
was considering introducing that would abolish the tobacco pro- 
gram? 

Mr. Bedenbaugh. Not to my knowledge. 

Mr. Rose. Mr. Cooper. 

Mr. Cooper. If the administration does not have an official point 
of view on the Helms bill, does Secretary Block have any contin- 
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gency plan as to what he would do when the Flue-cured market 
opens at the end of the month, since it seems there would not be 
any legislation passed by Congress before then? 

Mr. Bedenbaugh. You mean Commodity Credit funds to keep 
the market open? 

Mr. Cooper. Yes. 

Mr. Bedenbaugh. I guess that is something we will have to ad- 
dress when we get to it. Obviously, if they are not available, I think 
there is a problem. Perhaps it can be held open a week in order to 
make commodity funds available. 

Mr. Cooper. Is that the reassurance that the administration pro- 
vides to the tobacco farmers? 

Mr. Bedenbaugh. I guess at this point that is all the reassurance 
that we would have. 

Mr. Cooper. Thank you, Mr. Chairman. 

Mr. Rose. Mr. Thomas. 

Mr. Thomas of Georgia. Mr. Chairman, I think it is ironic that 
the administration would have the position here against taxes that 
would prevent a $1 billion-plus increase in the deficit, and yet not 
have a position on something that would increase the deficit by 
$1.2 billion. That seems to be a bit ironic, but I will not belabor 
that point. 

The comment I want to make is one to let this group here, and 
let you gentlemen know that I am totally committed to doing what- 
ever it takes to get our tobacco back to a market clearing price, 
and I do not think there is a member of our committee who is dif- 
ferent on that. I think we expect our fair share. 

There is an article in the paper this morning, as how I was part 
of four people who called the Secretary and asked him — the Secre- 
tary yesterday, and asked him to rollback the price to 440, and the 
third and fourth positions just do not hold water. 

Everybody here today, they seem to be very reluctant to be a 
part of any hearing, but we have a lot of people here who will 
carry the word on that we are all committed to getting our market 
back to a market clearing price. 

We are talking about a proposal here that is going to allow ev- 
erybody to share fairly in the cost of maintaining a program by 
doing all these other things here, and I want to be clearly under- 
stood that I intend to do whatever it takes to see that we hold 
down administrative cost, we hold down the cost of the program, 
we do not allow CCC to build back up, that we are going to grow 
quality tobacco, and I will work to put the incentives in ensuing 
legislation to see that we grow marketable tobacco. 

Now, we are going to have to work together. I think the tobacco 
family includes the growers, the people who represent them, and 
certainly the industry; and so I am committed to a fair shake for 
everybody in here, and I think this committee is. 

Mr. Rose. Thank you very much. 

Gentlemen, thank you very much for being here. 

In the interest of time I am going to ask that we speedup our 
procedure a little bit. Some of us have commitments at noon that 
we must make. 
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Mr. Fred Bond, would you come to the table, and share the table 
with Mr. Bill Myers from Burley, and Mr. Jim Oliver, the master 
of the North Carolina Grange. 

We will hear from you individually, but in the interest of time, 
we will move you to the front together, and it will be a great help. 
Thank you. 

If you are ready, I will call on Mr. Bond. We would appreciate it 
if you would submit your prepared statement for the record, and 
then summarize it the best you can. I will leave that up to you, 
because you know what you feel like you want to say to us. Before 
I let you start, I want to put in the record a statement by Mr. 
James Graham, the commissioner of agriculture for the State of 
North Carolina. Mr. David Tompkins of his staff is here. We want 
to thank you for being here. 

Mr. Graham is the commissioner of agriculture for the State of 
North Carolina. On page 2 of his statement he says: 

I would support a targeted excise for tobacco growers only in the absence of any 
administrative action to assist the farmer, or upon the failure of other legislative 
initiatives to gain passage in the Congress. Today, I still maintain that position. 

We thank you for that, and the statement will be made a part of 
the full record. 

[The prepared statement of Mr. Graham appears at the conclu- 
sion of the hearing.] 

STATEMENT OF FRED G. BOND, GENERAL MANAGER, FLUE- 
CURED TOBACCO COOPERATIVE STABILIZATION CORP. 

Mr. Bond. Mr. Chairman, I am Fred G. Bond, general manager 
of Flue-Cured Tobacco Cooperative Stabilization Corp. Stabilization, 
with headquarters in Raleigh, NC, is the grower-owned cooperative 
which administers the price support program for Flue-cured tobac- 
co under contractual agreement with the U.S. Department of Agri- 
culture's Commodity Credit Corporation. 

Practically all individuals who share in the proceeds from the 
production and marketing of Flue-cured tobacco, whether landown- 
er, tenant, or share-grower, are members of the cooperative. Under 
the contractual agreement with CCC, Stabilization makes loans to 
eligible Flue-cured growers whose tobacco does not bring a mini- 
mum price established for each grade at the auction market. Funds 
to advance loans to growers are borrowed from CCC. The primary 
objective and purpose of Stabilization is to provide a stable and or- 
derly market and assure the growers a reasonable return for their 
crop at the market place. 

Subsequent to the auction, all growers' tobacco consigned to Sta- 
bilization for loan is transported to processing facilities for 
reweighing, regrading, threshing, redrying, and packing into con- 
tainers for shipment to storage. 

At the conclusion of each marketing season, selling prices are es- 
tablished for each grade. Price schedules, conditions of sale, and in- 
ventories are made available to all buyers of tobacco. As sales are 
consummated, all proceeds are immediately applied to repayment 
of funds borrowed from CCC. This process continues until all tobac- 
co from any crop is sold; it may require several years to close out a 
crop pool. 
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Significant and megor changes have been made in the tobacco 
program over the years. The most signiflcant change — with the 
greatest impact — was the no net cost legislation passed by the Con- 
gress in July 1982 and modifled again in 1988. Tnis l^islation was 
the only option tobacco growers had for continuing a tobacco pro- 
gram; the other option was no program at all. 

The effect of this legislation transferred the cost of the program 
to the grower, beginning with the 1982 crop. For 36 crop6, 1946-81, 
the price support program was operated on a nonrecourse basis, 
which meant that when a loan was made by Stabilization to any 
grower for tobacco delivered to Stabilization, such growers would 
not be financially responsible for repayment of the loan if the pro- 
ceeds from sale of such tobacco were insufficient to repay the OCC 
all principal borrowed by Stabilization to make the loans initially, 
plus interest. 

With the passage of the no net cost tobacco legislation in 1982, 
Flue-cured tobacco growers have paid an assessment on every 
pound of tobacco sold, beginning with the 1982 crop, to ensure that 
the Government would suffer no flnancial losses. In very simple 
terms, all funds borrowed from Commodity Credit Corporation, the 
lending agency of the Federal Government, to pay growers for to- 
bacco consigned to Stabilization at the auction market must be 
repaid in full, plus interest. 

As previously stated, prior to 1982, all funds borrowed from CCC 
to pay growers for tobacco consigned to Stabilization were made 
available on a nonrecourse basis; that is, if any crop pool was sold 
for less than the original amount borrowed, plus interest, the dif- 
ference was absorbed by CCC. The authority for CCC to charge off 
such losses was authorized by the Agricultural Act of 1938, as 
amended. Charge-offs were not unexpected — or to put it another 
way, farm programs were not designed to make profits for the Gov- 
ernment. They were designed to assure growers the chance for a 
fair monetary return for their commodity through an orderly mar- 
keting system. Expenditures were expected by the Congress in 
order to carry out farm programs, including tobacco. 

Expenditures in connection with the price support program for 
tobacco were in the form of charge-offs as opposed to direct pay- 
ments to producers of other commodities. Of course. Congress ex- 
pected program costs or charge-offs to be kept at minimum levels. 

Charge-offs on the Flue-cured tobacco price support operations 
have been extremely low when compared to charge-offs or expendi- 
tures for other commodities. Charge-offs on those crop polls closed 
from 1946 through 1976 amounted to $196 million, including princi- 
pal and interest. Nearly 50 percent of the charge-offs were a result 
of the 1955 and 1956 discount variety crops. At the same time, 
there were crop pools closed during the same period where all obli- 
gations to CCC were repaid plus profits of $67 million. 

Over 4 billion pounds of growers' tobacco has been received, proc- 
essed, stored, and sold from crop pools, 1946 through 1975. Total 
funds borrowed to pay growers for this tobacco, plus all handling 
costs, amounted to $2.4 billion. These figures have been cited to 
show that Flue-cured price support program charge-offs on all pools 
closed to date have been less than 0.5 percent of the total value of 
crops produced in the years 1946 through 1975. 
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Even though there will be larger charge-offs on crop pools from 
1976 through 1981, the overall cost or charge-offs for price support 
operations is significantly well below those expenditures for other 
commodity programs. However, the good record for tobacco price 
support operations did not carry any weight in the fall of 1981 
when Congress adopted a resolution requiring tobacco growers to 
pay all costs of their program beginning with the 1982 crop, except 
administrative costs, if there was to be any program at all. 

Beginning with the 1982 crop as provided by the no net cost law, 
grower assessments were established: 3 cents for 1982, 7 cents for 
1983, and 7 cents for 1984. The assessment was paid by growers on 
every pound of tobacco sold at auction as well as nonauction. For 
the past 3 crop years, a total of $172 million has been paid in as- 
sessments. 

During the 3-year period. Stabilization purchased from growers 
over 600 million pounds of tobacco which failed to sell for at least 
one bid above the grade loan rate at the auction market. To pur- 
chase and handle this volume, which averaged over 20 percent of 
gross sales for the past three crops, Stabilization borrowed $1.2 bil- 
lion. Under the law, CCC will not absorb losses through charge-offs; 
therefore, any loss or charge-off must be paid from the assessments 
collected from growers. The amount of the assessment depends on 
how much tobacco growers sell or consign to Stabilization each 
year. The greater the volume of tobacco which Stabilization must 
purchase, coupled with the length of time tobacco remains in stor- 
age, and the interest charges that must be added, determines the 
amount of the assessment each year. 

So, after three crops under the no net cost law. Stabilization is 
faced with a principal and interest debt of $1.1 billion as of May 31, 
1985. As tobacco is sold from the no net cost pools, proceeds are im- 
mediately applied against the loan. Sales activity depends upon 
demand, price, and world supply of tobacco. For the past 3 years, 
demand has been flat or declining, and at the same time there is 
an oversupply or surplus of tobacco worldwide. 

To further compound the problem of generating sales, the 
strength of the U.S. dollar has climbed to record levels, which re- 
sults in overseas buyers being forced to curtail purchases due to ex- 
change rates between the dollar and local currencies. 

In addition, the Federal excise tax on each package of cigarettes 
was increased from 8 to 16 cents. During the same period, whole- 
sale prices of cigarettes increased by 10 percent. Consumption 
dropped 6 percent. Domestic manufacturers reduced purchases at 
the auction; as a result. Stabilization's receipts increased. 

Even though such negative marketing conditions prevailed. Sta- 
bilization's board of directors has developed and made available 
to all buyers over the past 2 years a number of price reduction 
programs. The most recent price reduction program effective Octo- 
ber 29, 1984, resulted in sales of 80 million pounds; however, there 
is still 800 million pounds in inventory, of which 536 million 
pounds, with a current financial obligation of $1.1 billion, are the 
no net cost inventories for the 1982, 1983, and 1984 crops. 

With interest accruing at levels up to $10 million per month 
which must be added to the base selling price of every grade every 
month, it is obvious that prices in a short time will exceed levels 
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beyond which any buyer will pay. With these conditions prevailing, 
the board of directors recommended to the U.S. Secretary of Agri- 
culture and the CCC an assessment of 25 cents per pound for the 
1985 crop. 

It is quite obvious that growers cannot afford to carry such a fi- 
nancial burden. Furthermore, I am of the opinion that no one in- 
volved in no net cost legislation in 1982 envisioned or contemplated 
such a financial burden and responsibility being placed upon grow- 
ers. There are the problems which already have been allud^ to, 
such as price support levels, adverse economic conditions, and loss 
of market share in the domestic and overseas market. These prob- 
lems are being addressed and changes in the program have been 
proposed to solve the problems confronting tobacco growers. 

H.R. 2600 has been introduced as one avenue to relieve growers 
of this unconscionable financial burden. This approach is a drastic 
departure from current proposals to bring about the needed 
changes in order to maintain a viable program. Growers have his- 
torically over the years opposed unreasonable taxation on tobacco 
products for one simple reason: Taxes increase the price to the con- 
sumer. 

Consumer resistance to higher prices translates into reduced con- 
sumption. Reduced consumption translates into lower grower 
quotas which translates into less grower income. Tobacco is ^dready 
this country's most over-taxed commodity. Over $9.4 billion, or 31 
percent of what consumers spend for the tobacco products repre- 
sents taxes paid to Federal, State, and local governments. An in- 
dustry will surely die from continuing and massive tax increases. 
There are those groups whose ultimate objective is to destroy the 
industry either through taxation, legislation, or regulation. I un- 
derstand there is proposed legislation to further increase the Feder- 
al tax from 16 to 32 cents and even higher, with such tax ear- 
marked for specific uses. 

The fear and concern of Stabilization regarding H.R. 2600 is the 
precedent that will be established. Will H.R. 2600 open the door for 
additional substantial taxes that results in further declines in con- 
sumption and reduced quota for growers? Smaller and smaller to- 
bacco quotas can be just as devastating as higher and higher 
grower assessments. 

Stabilization's position on H.R. 2600 has been stated in a letter to 
Congressman Charles Rose, chairman of the Tobacco and Peanuts 
Subcommittee, House Committee on Agriculture, dated April 22, 
1985. 1 quote from the letter: 

Historically, growers have been opposed to taxation of tobacco products. If all 
other options and alternatives fail to reduce the inventories and fail to salvage a 
workable program, the general consensus of members was to reluctantly support the 
tax bill as an absolute last resort. 

Thank you, sir. 

Mr. Rose. Thank you, Mr. Bond. 

Mr. Myers. 
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STATEMENT OF WILLIAM O.L. MYERS, MANAGER, HURLEY 
STABILIZATION CORP. 

Mr. Myers. Chairman Rose, Chairman Rangel, and distinguished 
members of these two committees. 

Mr. Chairman, by way of introduction, my name is Bill Myers. I 
am manager of Burley Stabilization Corp., Knoxville, TN. We ad- 
minister the price support program on burley tobacco for 140,000 
producers in Tennessee, North Carolina, and Virginia. Our board 
of directors authorized me to state the position of Burley Stabiliza- 
tion Corp., with regard to the proposed cigarette excise tax which is 
being considered in this joint public hearing. 

Our position was stated in a letter issued May 23, 1985, to all 
area Congressmen with constituents who grow burley tobacco. If I 
may, Mr. Chairman, I would like to read this short letter into the 
record and then speak briefly to the proposed special excise tax 
plan as contained in the House bill, H.R. 2600, the Tobacco Equali- 
zation Act of 1985: 

The pommittee appointed by our board of directors to act in matters relating to 
negotiations, which have been going on for some time in an effort to stabilize the 
tobacco program, has authorized me to state the position of Burley Stabilization Cor- 
poration with regard to the impending tobacco tax issue. 

We do not favor considering any form of tax as a viable means of solving the com- 
plex problems in the tobacco industry so long as serious negotiations are continuing 
in good faith on the part of all parties involved. We feel that all segments of the 
industry must continue to strive for a position of unity and that every divisive issue, 
which would create further polarization, should be avoided insofar as possible. It ap- 
pears to us that negotiations which have begun, if they had any merit from the be- 
ginning, should be permitted to continue and that the announcement of a proposed 
added tax sandwiched between two potentially productive meetings is, at best, very 
untimely. 

Our present position does not preclude further consideration of some form of tax, 
should that be the only alternative to losing the program from our producers. 

In the event our current position should change, which is an 
ever-present possibility as stipulated in the last paragraph of the 
above letter, we feel that certain critical issues must be addressed 
if the tobacco program is to survive. 

These issues are germane to any action taken and were integral 
parts of the buy out proposal contained in the Senate bill intro- 
duced on July 10, 1985. First and foremost, the price support level 
must be brought in line with world prices if U.S. burley producers 
are to be competitive. It is imperative that we discourage any fur- 
ther expansion of off-shore purchases by domestic users and that 
our present export levels be maintained and increased by regaining 
lost markets. 

In order to accomplish these goals, we must reduce the guaran- 
teed support price from the present escalated level. Another seri- 
ous matter, of equal importance, is the problem of high inventories 
held by the two burley associations. Acceptable markets must be 
found for burley stocks, currently vsdued at $1.3 billion, without 
displacing 1985 and future seasonal market purchases, if producer 
quota reductions are to be avoided. 

Assuming that a cigarette excise tax, to finance the tobacco price 
support program, should make its way through Congress and ulti- 
mately become law, there appears to be rising evidence that tobac- 
co would become the target for other organizations with similar 
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goals and thus a Pandora's box could conceivably be opened to less 
worthy causes than the one which we so nobly espouse, that of sal- 
vaging a crucial program for an anxious and worried group of to- 
bacco producers. 

Mr. Chairman, we would like to know if anyone has detennined 
the amount of excise tax rate, beyond the anticipated 2 cents, 
which would be needed to retire the massive loan obligations, and 
how long, even with the escalation provision in H.R. 2600, would it 
take to arrive at the minimum required base? 

Our organization, like the others involved, is deeply concerned 
with rebuilding a healthy and harmonious tobacco industry. Our 

Erimary objective is, naturally, that course of action which will 
enefit the grower members whom we represent. We believe, as 
you do, that unity and cooperation are essential elements for these 
troubled times and that polarization is not a luxury that we can 
afford if our producers, and your constituents, are to be guided out 
of a potentially disastrous situation. 

In conclusion, Mr. Chairman, the directors and officers of Burley 
Stabilization Corp. are committed to, and will ultimately support, 
the plan that offers the most benefit to our grower members and 
has the best potential of being approved by Congress in the form of 
official legislation. 

Thank you for this opportunity to appear before these distin- 
guished subcommittees. 

Mr. Rose. Thank you both, you and Mr. Bond. 

I do not expect you to come here and embrace a plan that is op- 
posed so strongly by the companies, because you deal with the com- 
panies. You have to sell them tobacco, and I understand the proc- 
ess there very clearly, but let me ask you both this question: We 
agree that there are other things, other than disposing of surplus 
tobacco, that have got to be addressed. We all agree with that. I do 
not like the way the Senate has approached some of those things. I 
think they have gone overboard in a couple of aspects. 

We are here basically to talk about how do we get rid of this al- 
batross. If the Congress does not give the Senate $1 billion to dis- 
count this tobacco, and hand it over to the companies, which is 
what they would be doing, if the Senate and the House say "No, 
you can't have $1 billion" how will you feel about temporarily 
using some — I do not know how much it would be — some of the 
excise tax on cigarettes to pay off the loans that you both now are 
obligated to pay to the Commodity Credit Corporation. 

Mr. Myers. 

Mr. Myers. Mr. Chairman, I think I got this clear. 

Mr. Rose. Do not read it. Just tell me. 

Mr. Myers. I am not going to. I want to clarify something for 
myself. I think this is not an added tax, if that is put correctly. 

Mr. Rose. We do not know what the House Ways and Means 
Committee is going to do on cigarette tax. I would like to see it go 
to zero, but I do not think that is going to happen. If the cigarette 
tax is established by the Ways and Means Committee at whatever 
level, and the Senate refuses to give $1 billion to bail out the pro- 
gram and hand the tobacco over to the companies, how would you 
feel about some of the cigarette tax being used to pay off Commodi- 
ty Credit loans? 
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been for hopeful agreement here for all factors involved; and con- 
tmuation for the tobacco industry in this part of the country, be- 
cause we cannot afford the loss of this one last crop that we are 
producing. 

Mr. Bond. Let me correct the statement. Drastic departure. I am 
with you on the other. Drastic departure as to how you can accom- 
plish what you are talking about. I am with you on that. 

Mr. Rose. Thank you very much. 

At this time we will hear from Mr. Jim Oliver, the master of the 
North Carolina State Grange. He is also testifying for the National 
Grange. 

Mr. Oliver. 

STATEMENT OF JAMES R. OLIVER, MASTER, NORTH CAROLINA 
STATE GRANGE, AND LEGISLATIVE REPRESENTATIVE, TOBAC- 
CO ISSUES, NATIONAL GRANGE 

Mr. OuvER. Chairman Rangel, Chairman Rose and members of 
the subcommittee, I am Jim Oliver, a farmer, master of the North 
Carolina State Grange, officer of the National Grange, member of 
the Ag-Committee of the National Grange and the National 
Grange legislative representative on tobacco issues. Today, my 
statement will be for the National Grange, which is competed of 
some 41 State Granges, representing both hurley and Flue-cured 
growers. 

The National Grange supports H.R. 2600, introduced recently by 
Mr. Rose and others. 

Tobacco has been under constant attack from one source or an- 
other since it was first discovered here in America by our early set- 
tlers. As a result, these attacks combined with efforts to improve 
the program have resulted in many changes taking place in the to- 
bacco program since its inception in the early 1930's. One of the 
latest changes, the implementation of the no net cost program in 
1982, has had a very devastating effect on the tobacco farmer. 

As you are aware, this program requires the tobacco program to 
operate at a no net cost to the Government with the tobacco 
farmer pa3dng, through assessments, the cost of the program. Since 
the implementation of the no net cost program and the freezing of 
the price support in 1983, we have seen a drastic increase in im- 
ported cigarette tobacco entering the United States. 

According to the March 1985 issue of Tobacco Outlook and Situa- 
tion Report, imports for consumption of cigarette tobacco has risen 
159 percent between 1982 and 1984. General imports have risen 147 
percent during this time frame. These large amounts of imported 
tobacco, together with a loss of some of our foreign markets as a 
result of the dollar's high value, has caused the amount of tobacco 
in Stabilization stocks to rise drastically. 

As a result of this, the assessments collected from Flue-cured 
growers to finance the No Net Cost Tobacco Program have in- 
creased from 3 cents in 1982 to 7 cents in 1983; 7 cents in 1984 and 
25 cents in 1985. Burley assessments increased from 1 cent to 30 
cents during the same time frame. It is quite evident that the no 
net cost program has become a no net profit program for the Flue- 
cured and burley tobacco producers. 
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Do you feel at the present time serious negotiations are continu- 
ing in good fcdth on the part of all parties involved? 

Mr. Myers. Congressman Whitley, I related that statement to 
the timely introduction of that tax bill before saying that. They 
were continuing at that time. We had what we considered to be a 
productive meeting with the companies, and they had scheduled 
another one, and the announcement of this bill was sandwiched be- 
tween those, and as of today, I would have to share a medium be- 
tween optimism and pessimism that Mr. Bond has shared. 

Mr. WnrrLEY. Do you really feel that serious negotiations are 
continuing in good faith on the part of all parties involved today? 

Mr. Myers. We wish they were better. 

Mr. WnrrLEY. We all wish that, but what do you think? 

Mr. Myers. It is difiHcult to say. I cannot put intent and motive 
in the mind of someone else. They are still talking. We felt as long 
as they are talking and trying to negotiate 

Mr. Whttley. We are still talking with the Koreans on the 38th 
parallel. [Laughter.] Since 1957. 

Mr. Myers. We in Burley, we think we are in a better position 
than Mr. Bond. We do not have the problem of going to market on 
the 24th of July; we have some time, and we can talk a little longer 
about legislation than he would, and we would like to talk until 
there is no further opportunity to talk as far as Burley is con- 
cerned. 

Mr. WnrrLEY. We are really talking legislation this morning. We 
are not talking about administrative action. 

Mr. Myers. I covered that in my statement. We will support 
whatever is in the best interest of our members, and if it becomes 
law. 

Mr. Whitley. I commend you on being an optimist. 

Mr. Myers. I do not want to go on record being an optimist on 
the plan that we have been talking about. We are hopeful. 

Mr. Whitley. Hope springs eternal. 

Mr. Rose. We have 35 minutes for the morning session, and we 
have got about 9 people to go; but Mr. Thomas, briefly. 

Mr. Thomas of Georgia. Mr. Chairman, you and 1 were together 
in January in North Carolina. Mr. Whitley has summed it up 
pretty well here with his analogy of the 38th parallel. It was 7 
months when we sat down there, and 7 months later with the 
Georgia tobacco market opening next Wednesday, here we are 
saying, you might to some degree, you all might be halfway opti- 
mistic that talk is going on in good faith. 

1 just want to say to you that that 7-month lapse of time there, 
when nothing is brought over or delivered affects the legislation. I 
hope everybody hears that loud and clear. 

Fred, I have great respect for you, and admiration for you in to- 
bacco, and right up there that day, we looked at where tobacco 
was, with 1 billion pounds in storage. Flue-cured, with the produc- 
tion in this country being cut in half since 1965, we have 300 mil- 
lion pounds of tobacco being brought in, with the program belly up, 
and how we could think anything but drastic change is needed at 
this time, is beyond me. And I think there are some of us who feel 
that the time for drastic change has arrived, and this has been 
done; and I know we have our differences, and my involvement has 
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been for hopeful agreement here for all factors involved; and con- 
tinuation for the tobacco industry in this part of the country, be- 
cause we cannot afford the loss of this one last crop that we are 
producing. 

Mr. Bond. Let me correct the statement. Drastic departure. I am 
with you on the other. Drastic departure as to how you can accom- 
plish what you are talking about. I am with you on that. 

Mr. Rose. Thank you very much. 

At this time we will hear from Mr. Jim Oliver, the master of the 
North Carolina State Grange. He is also testifying for the National 
Grange. 

Mr. Oliver. 

STATEMENT OF JAMES R. OLIVER, MASTER, NORTH CAROLINA 
STATE GRANGE, AND LEGISLATIVE REPRESENTATIVE, TOBAC- 
CO ISSUES, NATIONAL GRANGE 

Mr. OuvER. Chairman Rangel, Chairman Rose and members of 
the subcommittee, I am Jim Oliver, a farmer, master of the North 
Carolina State Grange, officer of the National Grange, member of 
the Ag-Committee of the National Grange and the National 
Grange legislative representative on tobacco issues. Today, my 
statement will be for the National Grange, which is competed of 
some 41 State Granges, representing both burley and Flue-cured 
growers. 

The National Grange supports H.R. 2600, introduced recently by 
Mr. Rose and others. 

Tobacco has been under constant attack from one source or an- 
other since it was first discovered here in America by our early set- 
tlers. As a result, these attacks combined with efforts to improve 
the program have resulted in many changes taking place in the to- 
bacco program since its inception in the early 1930's. One of the 
latest changes, the implementation of the no net cost prc^am in 
1982, has had a very devastating effect on the tobacco farmer. 

As you are aware, this program requires the tobacco program to 
operate at a no net cost to the Government with the tobacco 
farmer pajring, through assessments, the cost of the program. Since 
the implementation of the no net cost program and the freezing of 
the price support in 1983, we have seen a drastic increase in im- 
ported cigarette tobacco entering the United States. 

According to the March 1985 issue of Tobacco Outlook and Situa- 
tion Report, imports for consumption of cigarette tobacco has risen 
159 percent between 1982 and 1984. General imports have risen 147 
percent during this time frame. These large amounts of imported 
tobacco, together with a loss of some of our foreign markets as a 
result of the dollar's high value, has caused the amount of tobacco 
in Stabilization stocks to rise drastically. 

As a result of this, the assessments collected from Flue-cured 
growers to finance the No Net Cost Tobacco Program have in- 
creased from 3 cents in 1982 to 7 cents in 1983; 7 cents in 1984 and 
25 cents in 1985. Burley assessments increased from 1 cent to 30 
cents during the same time frame. It is quite evident that the no 
net cost program has become a no net profit program for the Flue- 
cured and burley tobacco producers. 



Digitized by 



Google 



42 

Based on the 1985 effective quota of 764 million pounds for Flue- 
cured, the assessment at 25 cents a pound paid by the Flue-cured 
farmer would amount to $191 million. Based on the hurley effective 
quota of 537 million pounds at 30 cents a pound for hurley tobacco, 
the assessment collected from the hurley growers would amount to 
$161.1 million. Total assessment to be collected from both hurley 
and Flue-cured growers for 1985 would amount to $352.1 million. 
With the implementation of the provisions of H.R. 2600, this tre- 
mendous financial burden now on the backs of our Flue-cured and 
hurley producers would be lifted. 

Mr. Chairman, I must point out to you that the factors that have 
caused the increase in Stabilization stocks and as an end result in- 
creased the assessments to an unbearable level have been caused 
by factors over which the farmer had absolutely no control. 

At this time, Mr. Chairmcm, I would like to read to you the 
policy of the National Grange as it relates to the excise tax on ciga- 
rettes: 

The National Grange is opposed to making the present excise tax of 16 cents per 
pack on cigarettes permanent, but we will support an increase in the excise tax on 
cigarettes of up to 2 cents per pack to establish the tobacco equalization fund that 
will be used to finance the no net cost tobacco program. 

All of US are aware that the cigarette excise tax is supposed to 
revert to 8 cents per pack on October 1, 1985, under the provisions 
of legislation enacted in 1982. Being realistic, I do not think too 
many of us agree that this tax will ever revert to 8 cents. 

What we are simply asking for is that 2 of that 8 cents that is 
supposed to revert be designated to establish and maintain the to- 
bacco equalization fund that will finance the No Net Cost Tobacco 
Program. I am quite sure, Mr. Chairman, that you will hear from 
the domestic manufacturing companies that excise taxes have 
always had an adverse effect upon consumption. 

Again, quoting from the March issue of Tobacco Outlook and Sit- 
uation Report, total U.S. consumption declined from 1982 to 1984 
approximately 5.3 percent. According to this report, total U.S. con- 
sumption includes those removals that are both tax exempt and 
taxable. 

I contend that a more realistic figure can be derived looking at 
the decline of taxable cigarettes. Using table 1 of this report, from 
1982 to 1984, taxable cigarettes only declined 2.7 percent. In my 
opinion, this is a truer indication of what has actually happened 
since the excise tax was increased from 8 to 16 cents on January 1, 
1983. 

Our friends, the domestic manufacturers of cigarettes, lead us to 
believe that the decline in consumption, whether it be the 5.3 per- 
cent or the 2.7 percent is caused by the excise tax. Again, I quote 
from the March issue of Tobacco Outlook and Situation Report, 
table 4, to dispell this theory. Using filter tips as an example, the 
net price per thousand of cigarettes has increased from February 
1982 through June 1985 by 46.9, or 47 percent. Using filter tips 
again, the net price per thousand excluding the Federal excise tax 
from the same period, has increased 40.4 or 40 percent. The differ- 
ence between net price and price excluding excise tax has been 7 
percent. 
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It is quite evident, that of the 47-percent increase in the whole- 
sale price of cigarettes between February 1982 and June 1985, only 
7 percent can be attributed to the excise tax and 40 percent of the 
increase has been increased income to the manufacturer. To put it 
simply, giving the excise tax increase a factor of 1, the manufactur- 
er income increase would be 5.7. 

During this same period, inflation has remained rather constant, 
at approximately 5 percent per year. Cigarette prices have in- 
creased at the rate of 11.4 percent, excluding excise taxes, during 
this same period — almost double the rate of inflation. 

I say to you, Mr. Chairman and members of this committee, that 
the increase in the price of cigarettes due to increasing the enor- 
mous profits of the mgmufacturers has had far more effect in the 
decline of consumption than the mere increase in the excise tax; to 
be exact, this has been multiplied by 5.7. 

It is interesting that the net return on investment in the tobacco 
industry is the second highest industry in the United States. Ac- 
cording to a report from Fortune Magazine last March, it showed 
the tobacco industry with a return of 20.3 percent on their invest- 
ment was second only to the beverage industry in America. 

When the law was passed in August 1982 to increase the excise 
tax by 8 cents to 16 cents effective January 1, our manufacturers 
began to increase their prices immediately, resulting in a period of 
4 months of a $4 increase per thousand. Their reasons for this was 
to "soften the blow" of the increase in the excise tax effective J€m- 
uary 1, 1983. 

At this time we are less than 3 months away from a supposed 
decrease in the excise tax of 8 cents. I have seen no indication on 
the part of our mcmufacturers that they have begun to reduce the 
price per thousand at the wholesale level on cigarettes in order to 
"soften the blow" of this reduction in the excise tax that is sup- 
posed to occur on October 1, 1985. On the contrary, a price increase 
was put into effect on the very date of the hearing before the Ways 
and Means Committee on the excise tax here in Washington. 

Again, Mr. Chairman, we strongly support H.R. 2600 and feel 
that the impact of this 2 cents tax will have very little effect on 
consumption of cigarettes in the United States and it will, as I 
have stated before, relieve our Flue-cured and hurley producers of 
a tremendous financial burden. 

Mr. Chairman, I would like to add that the excise tax alone to 
fund the tobacco program will not solve all of the problems that we 
face today with our tobacco program. The implementation of the 
tobacco equalization fund will enable us time to make further ad- 
justments to the program. 

As an example, we need to decrease our price support to a level 
more in keeping with the market demands and our position is ap- 
proximately $1.50 per pound. We also must develop a new price 
support formula that will prevent a rapid escalation in the price 
support, which is one of the factors that has caused our price sup- 
port to reach an unbearable level. 

Our recommendation on a new price support formula would be 
equal weight given to market demands and equal weight given to 
cost of production to the tobacco farmer. We will be happy to dis- 



Digitized by 



Google 



44 

cuss these provisions and others on recommended changes to Con- 
gressman Rose at the appropriate time. 

In conclusion, Mr. Chairman, the National Grange strongly sup- 
ports H.R. 2600. In my opinion, this bill with the other changes I 
have recommended, will not only save our tobacco program from 
total destruction but also, more importantly, save the thousands of 
Flue-cured and burley tobacco farmers from economic chaos. It will 
allow them to continue to be tax-paying citizens of this Nation in- 
stead of welfare recipients. The total economic base of the South- 
eastern United States is at stake. We urge you to look favorably on 
this bill. 

Thank you for this opportunity to appear before you today to ex- 
press our views, and I will be happy to attempt to answer any ques- 
tions you may have at this time. 

Mr. Rose. Jim Oliver, I have always consdered you a friend and 
enjoyed working with you, but I think we all see from your state- 
ment here today, you are also a very highly competent farm policy 
leader, and we appreciate very much that excellent statement. 

Any comments, members of the panel? 

Gentlemen, thank you all very much. 

I would ask my friend Chuck Frazier, and you probably need to 
get over to the other markup. Would you like to come and briefly 
present your position? 

I am going to Mr. Chuck Frazier, the National Farmers Organi- 
zation. 

Chuck, we appreciate very much your being here. We have your 
statement. If you will summarize it, we will put the whole state- 
ment in the record, and just give us your high points. 

STATEMENT OF CHARLES L. FRAZIER, NATIONAL FARMERS 
ORGANIZATION 

Mr. Frazier. Chairman Rose, Chairman Rangel, it is a pleasure 
to appear before you this morning, and on behalf of our members, 
who produce both Flue-cured and burley; we are impressed with 
your efforts, and we support the principles set forth in H.R. 2600. 

I will touch on just a couple of points very briefly. We believe 
that the action you take to save this tobacco program was, of 
course, to be in keeping with what you may do in some other over- 
riding problems in facing this Congress. I refer, of course, to the 
condition of the farm economy, the national budget deficit, the na- 
tional trade deficit, and the obvious problems confronting us on 
what to do with the budget for the agricultural programs in this 
country. 

I might say, in keeping with that set of viewpoints, our attitude 
very closely follows, as it happens, that set forth by Senator Gore a 
little bit earlier. We do not pretend to have any crystal ball, or pre- 
dict what Chairman Rangel and his committee may do in taxes; 
but we believe its almost inevitable that the 8-cent excise tax, due 
to expire in October, will probably have to be reconsidered. 

In that event, what we are simply saying is that we believe you 
are on the right track to either use part of that reinstated tax or 
possibly some additional tax as you may see fit to impose to finance 
the continuation of both Flue-cured and burley programs. 
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I might add quickly, for your information, and some members 
whom I do not work with regularly, my organization is one of 
farmers and ranchers. We are not engaged in the business world in 
any manner. I have some members in the Flue-cured area, some in 
Kentucky, Tennessee, of course, produce hurley. The president of 
our State organization in Missouri is a large hurley grower, out in 
the St. Joe area. 

So we have a legitimate interest as producers, and that repre- 
sents entirely our viewpoint with respect to this bill, and we are 
happy to be here in support of it. 

[The prepared statement of Mr. Frazier appears at the conclusion 
of the hearing.] 

Mr. BosE. Thank you for your statement, €uid position, and we 
thank you. 

If there are no questions, we appreciate your going out of turn. 

The Farm Bureau presidents, if you will please come forward. 
We are honored to have with us today Mr. Jim Putnam of the Ten- 
nessee Farm Bureau Federation, Mr. Bob Nash of the Greorgia 
Farm Bureau Federation, Mr. Harry Bell of the South Carolina 
Farm Bureau Federation, and Mr. Bob Jenkins, of the North Caro- 
lina Farm Bureau Federation. 

Gentlemen, you can all see that you are well-represented on this 
panel by Members of Congress from your States and from your ju- 
risdictions. We want to try to wrap up here at noon if we can, so I 
note that Mr. Putnam's statement is rather brief. I do not think 
you need to do much summarization. 

So we will look to you first. 

STATEMENT OF JIM PUTNAM, PRESIDENT, TENNESSEE FARM 
BUREAU FEDERATION 

Mr. Putnam. Thank you. Chairman Rose, Chcdrman Rangel, and 
the distinguished subcommittees. I am Jim Putnam. I am a farmer. 
I appreciate our opportunity to express our views concerning this 
most important subject to our State. It was our No. 1 crop last 
year. My remarks concerning this issue are on behalf of the Ten- 
nessee Farm Bureau Federation on behalf of the federation farm- 
ers in Tennessee. There are serious and difficult problems in the 
tobacco industry, and especially for the tobacco farmers. It is clear 
to the tobacco farmers in Tennessee that we have made some mis- 
takes that were not in the best long-term interest of tobacco pro- 
ducers. There is no doubt that the guaranteed high support, cou- 
pled with foreign tobacco at lower prices have been contributing 
factors in creating our present situation. The combination of do- 
mestic production; this, coupled with the no net cost aspect, is a 
self-destructive course for the tobacco program. 

Our tobacco producers have always appreciated the program, and 
been willing, production to demand, in order to maintain it, and for 
the most part, it has worked on tobacco supplies. It is a fact that 
the producers realize that their program is in jeopardy; and unless 
something is done to give them some relief on the burdensome cost 
on the no net phase of the program, it probably will not continue. 
We support efforts that would help us to obtain the desired results 
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for our farmers who have been willing to accept reductions in 
quotas in an effort to save the program. 

Should these efforts fail, we support H.R. 2600 as a means of fi- 
nancing the no net cost of the program. May I hasten to say that 
we are not advocating any tax in excess of the 16 cents which now 
exists. We understand that 8 cents of the present 16 cents will 
sunset in October, unless Congress retains it for other purposes. 

However, we have been led to believe that it will not be allowed 
to expire, and based on past experience, seldom does it happen. 
Therefore, we are opposed to any tax increase other than as provid- 
ed in H.R. 2600, to finance the program. 

It is under these conditions that we support H.R. 2600 as a 
means to provide our tobacco farmers relief under difficult and 
unfair burden that has been placed upon them. 

I thank you for the privilege of making this statement, and I will 
respond to any questions that you might have. 

Mr. Rose. Bob Nash, president of the Georgia Farm Bureau Fed- 
eration. 

STATEMENT OF ROBERT NASH, PRESIDENT, GEORGIA FARM 
BUREAU FEDERATION 

Mr. Nash. Mr. Chairman, subcommittee members €md guests, I 
am Bob Nash, president of the Georgia Farm Bureau Federation. 

I want to thank the members of the Tobacco and Peanuts Sub- 
committee and the members of the Select Revenues Measures Sub- 
committee for holding this hearing and giving us the opportunity 
to present testimony. 

Tobacco producers of Georgia have been supportive of various 
programs in order to maintain the longstanding tobacco program. 
They accepted their responsibility of the No Net Cost Program. 
However, the ever-increasing cost of this program, which is uncon- 
trollable by producers, make it impossible to continue to pay for 
this system. 

We continue to support Farm Bureau policy of reduction of im- 
ports and disposal of the excess stocks held by Stabilization as es- 
sential to the future of maintaining a tobacco program. The failure 
of the buying companies and manufacturers to cooperate in the 
purchase of excess stocks and a major portion of the 1985 crop 
leaves the producers no alternative except to support H.R. 2600. 

We opposed the enactment of an additional 8-cent excise tax on 
cigarettes and look forward to the sunsetting in 1985. 

Since the situation at the present time has not changed and the 
producers can no longer afford to pay the high cost of interest and 
storage, we feel that the cost of the No Net Cost Tobacco Program 
should be borne by the entire tobacco family. With this in mind, 
H.R. 2600 appears to be the best proposal for our farmers. This 
would allow all members of the tobacco family to participate in the 
No Net Cost Tobacco Program. This would bring producers, manu- 
facturers and users together in order to make the No Net Cost To- 
bacco Program a success. This would also discourage the purchas- 
ing of imported tobacco since the tax would increase as more tobac- 
co is placed in Stabilization. 
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With the failure of support from all segments of the tobacco in- 
dustry to utilize the domestic production, we support an equaliza- 
tion of the no net cost program through a 2 cent excise tax on ciga- 
rettes. 

Again, I want to thank you for allowing us to testify before the 
subcommittees. 

Mr. Rose. Thank you very much, Mr. Nash. 

Mr. Bell. 

STATEMENT OF HARRY S. BELL, PRESIDENT, SOUTH CAROLINA 
FARM BUREAU FEDERATION 

Mr. Bell. Mr. Chairman, Chairman Rangel, I am Harry S. Bell, 
president of South Carolina Farm Bureau Federation; and I greatly 
appreciate this opportunity to present the thinking of South Caroli- 
na Farm Bureau tobacco grower members as regards H.R. 2600. To- 
bacco is vital to the agricultural economy of South Carolina, and 
our organization is greatly concerned with the myriad of problems 
facing the tobacco industry. 

The South Carolina Farm Bureau Tobacco Committee — long rec- 
ognized as the leading spokesman for tobacco growers in our 
State — has spent many hours in study and deliberation seeking an- 
swers to these problems, and appraising various proposals for a to- 
bacco pr(^am. 

Our reaction to H.R. 2600 or any other proposed legislation has 
to be based on policy as adopted by Farm Bureau voting delegates; 
and the following policy statements bear directly on the matter: 

One. "We oppose any additional taxes on any farm commod- 
ities." Policy No. 19, page 49, SCFB Policies & Recommendations 
1985. 

Two. "We oppose the additional 8-cent tobacco tax and further 
urge that this temporary tax be removed at the end of the 3-year 
period or before as promised." Policy No. 34, page 92, SCFB Poli- 
cies & Recommendations — 1985. 

We have looked at H.R. 2600 very carefully; and frankly, we are 
skeptical of this proposal for a number of reasons. We have seen 
the effect that doubling of the Federal excise tax on cigarettes has 
had since 1983. During this 2-year period, U.S. tobacco farmers 
have witnessed a loss in sales of 85-million pounds, farm sales 
weight, with a market value of more than $150 million. 

We believe that the use of cigarette taxes, whether Federal or 
State or a State manufacturers tax, could open the door to uncon- 
trolled increases in taxes that could be counterproductive to tobac- 
co farmers. 

It is very likely that once the door is opened and a cigarette tax 
is earmarked for a specific purpose, every special interest group in 
the country will want a piece of the action. After the door is 
opened and a specially marked cigarette tax wedge is in place, it 
will be next to impossible to ever close the door again to other ear- 
marked cigarette taxes. 

Based on the experience of grower losses resulting from the dou- 
bling of the Federal excise tax from 8 to 16 cents, we believe that 
any move that would open the door to special earmarked cigarette 
taxes could in the long run negate any immediate benefits farmers 
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may receive to defray their current unmanageable cost of the pro- 
gram. It is very likely that special interest demand for higher and 
higher cigarette taxes will result in a smaller and smaller market 
demand for the farmers' leaf production, which could eventually 
destroy the farmer that the tax was supposed to help. 

Further, the imposition of a tax on manufacturers of a product 
made from an agricultural crop in order to cover losses incurred in 
supporting the price of that crop is an unprecedented proposal. If 
this is a desirable mecuis of avoiding losses in the Tobcuxx) Pro- 
gram, should it not be applied across the board to other crops 
which are in surplus? We are cifrcdd that the approach of H.R. 2600 
presents an unwise fiscal policy and a dangerous precedent. 

H.R. 2600 confers on the Secretary of the Treasury bro£ul author- 
ity to set the added cigarette tax annually by adnunistrative fiat. 
In the event the tax yeilds more revenue than needed to cover 
losses in the price support program in any year, the surplus will 
revert to the general fund. Therefore, by setting the tax too high, 
the Secretary of the Treasury has at his disposal a ginunick for 
raising extra revenue. Congress should not abdicate its responsibil- 
ity for levjdng taxes to the executive branch. 

Personally, I see no logic in making smokers, who would ulti- 
mately pay the added tax, bear the cost of the Tobacco Price Sup- 
port Program. The cost of all other farm price support programs is 
borne by all who pay Federal taxes, not by a single group subjected 
to a discriminatory €uid regressive tax. 

In conclusion, we believe that rather than resorting to more tax 
on cigarettes, a much better solution to the tobacco farmer's dilem- 
ma and his long range future would be a negotiated agreement be- 
tween the tobacco farmer and buyer sectors to share responsibil- 
ities in developing a viable tobacco program. In fact, we believe 
that it would be unwise to adopt this bill, H.R. 2600, when a prom- 
ising alternative appears to be at hand through negotiations be- 
tween m€uiufacturers and growers. 

Mr. Chairman, again thank you for this opportunity of express- 
ing our views; and to members of these subcommittees, thank you 
for your kind attention. 

Mr. Rose. Thank you very much, Mr. Bell. 

Mr. Jenkins, president of the North Carolina Bureau. 

STATEMENT OF WILLIAM B. JENKINS, PRESIDENT, NORTH 
CAROLINA FARM BUREAU FEDERATION 

Mr. Jenkins. Mr. Chairman and members of the subcommittees, 
I am William B. Jenkins, president of the North Carolina Farm 
Bureau Federation. 

On behalf of the members of our organization who have a vested 
interest in the production, marketing and use of tobacco, I express 
appreciation for the opportunity to testify in support of H.R. 2600, 
Ihe Tobacco Equalization Act of 1985. 

For many years, the North Carolina Farm Bureau Federation 
had policy positions which stated, "We support and urge a decrease 
in tobacco excise taxes." Our membership has viewed the Federal 
cigarette excise tax as a discriminatory tax which should never 
have been imposed. 
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However, at the annual meeting of our delegate body in Decem- 
ber 1984, the following policy was adopted: 

''We shall explore the possibility of taxing or assessing the fin- 
ished tobacco products to generate revenue to support the tobacco 
program." 

The adoption of that policy position is the result of tobacco grow- 
ers having to operate under the No Net Cost Tobacco Act of 1982. 

The assessments which have been imposed on growers by that 
act have increased from 3 cents per pound in 1982 to 25 cents for 
the 1985 Flue-cured crop and from 1 cent in 1982 to 30 cents per 
pound in the 1985 hurley crop. For Flue-cured tobacco farmers, the 
assessment rate change will increase their costs to the no net cost 
fund from an average of $63 in 1982 to $526 in 1985 on a per-acre 
basis. For the hurley farmer, the increase is from $21 to $640 per 
acre during the same time frame. 

Such assessment increases have been imposed as a result of the 
dramatic increase in the quantity of tobacco placed under loan 
during the past three marketing seasons. To document that point, 
according to USDA data, table 22, Tobacco Outlook and Situation 
Report, March 1985, during the 3 years prior to the No Net Cost 
Act, a total of 315 million pounds of Flue-cured and 8.1 million 
pounds of hurley were placed under loan. For the 3 years under the 
act, a total of 614 million pounds of Flue-cured and 725 million 
pounds of hurley were placed under loan. 

A logical question is, what caused such a dramatic change in so 
short a period of time? You will probably be told today that there 
are many issues which converged in 1982 that contributed to the 
condition and that is true. The important thing is that we sort 
through these issues to determine what has had the most impact 
from what has had the least impact. 

Among those issues are: 

The decline in consumption of cigarettes in this country which 
has been caused by a number of factors. 

Restrictions on where tobacco products can be consumed are 
surely having some effect. 

Antismoking campaigns by organizations and agencies are surely 
having some effect. We are not able to measure the specific impact 
in these two areas. 

Increased available supplies of hurley and Flue-cured tobacco, es- 
pecially in countries where either Government or company assist- 
ance — subsidies — is provided, have penetrated not only the foreign 
markets to which we have traditionally exported, but have also 
found their way into the U.S. market. I will speak to this issue in 
more detail later. 

Increased taxation at the Federal, State, and local levels has had 
an impact. However, there are indications that these may not have 
been as influential on the downturn in consumption as we once be- 
lieved. This also will be addressed later. 

The level of the price support of U.S.-grown tobacco is high in 
relationship to the prices in other areas of the world. Farm Bureau 
concedes that we need to make U.S. tobacco more competitive in 
world markets, but, we do not agree that the level of the U.S. price 
support is the total culprit. 
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The value of the U.S. dollar in relationship to other currencies, 
which by the way is cited by some economists as being overvalued 
by 25 to 30 percent, has had an impact on our export shipments. 
The overvalued dollar has also increased the attractiveness of for- 
eign grown tobacco which is entering the United States in record 
volume. 

The crippling burden of the assessments imposed on tobacco 
growers to finance the No Net Cost Program, and those assess- 
ments are crippling the farm economy in tobacco land. 

Let me speak to the issue of taxation and its impact on consump- 
tion. It is alleged that the doubling of the Federal cigarette excise 
tax caused the 5 percent decline in cigarette consumption in 1983. 

We have carefully examined table 1, "Cigarettes: U.S. Output, 
Removals, and Consumption, 1976-84" of the March 1985 Tobacco 
Outlook and Situation Report and table 4, "Wholesale Cigarette 
Price Revisions, 1977-84" of that same publication. 

We believe that one must focus on the taxable removals of table 
1 rather than the total U.S. consumption in order to get a proper 
perspective of what happened when the Federal excise tax doubled. 
You will then find that the taxable removals declined by 2.7 per- 
cent rather th€m 5 percent. 

When you look at the total period since the tax was enacted, our 
figures show that of the total price change, 37 percent can be at- 
tributed to tax; the 63 percent is due to other price factors. A copy 
of our findings is attached. 

Mr. Chairman, this hearing is focusing on H.R. 2600. I therefore 
will use the remainder of my time to focus on the tax issue. We are 
very much aware of the fact that when the cigarette excise tax was 
increased on January 1, 1983, the legislation provided that the 8 
cents which was added would sunset on October 1, 1985. We be- 
lieved then that the Congress had included that provision in good 
faith and the tax would, in fact, sunset. However, we believe our- 
selves to be realists enough to know now that the chances of that 
becoming a reality are very, very slim. 

On that basis, we are therefore supporting the bill to designate a 
portion of the Federal cigarette excise tax as a method of avoiding 
economic devastation for tobacco farmers. The bill introduced by 
Congressman Rose and others provides the flexibility for the 
amount designated to go down to virtually zero when the problem 
of excessive loan stocks and the unbearable sissessments imposed 
on tobacco farmers are resolved. 

If this bill becomes law, further action can then be taken to 
make U.S. tobacco more competitive in world markets. The North 
Carolina Farm Bureau would then support legislative reform of the 
tobacco program that is fair and equitable to all segments of the 
industry. 

We encourage you to favorably report H.R. 2600 to the Ways and 
Means Committee. 

Thank you for allowing me this time to appear today. 

[The attachments follow:] 
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Attachment 1 



ceo PRODUCTS 

ttte Use StabUizes In 1984 

es|Hte higher prices, antismoldng 
ies. and restrictions on vi/here people 
loke. U.S. cigarette consumption 
zed in 1984. Americans smoked 600 
cigarettes last year, about the same as 
I, but down 5 percent from 1982. 
rnr, cig«rette prices rose less rapidly 
1 1983, the e co n omy improved and some 
ners swltdied to generic cigarettes that 
to 2S percent cheaper than standard 
• While domestic use stabilized and 
■ declined, output rose slightly to 668 
cigarettes. In 198S. total domestic 
optioQ Is expected to decline slightly as 
States raise taxes and srooldng 
tions Increase. Per capiu consumption 
oitlnie to f all. Last year, per capita use 
ions 18 and over fell to 3.4S4 
ttes—down from 3.494 in 1983. 

M annual Economic Research Service 
of cigarette manufacturers indicated 
^oductloQ of fUtertlp cigarettes rose to 
ircent of total output in 1984. up from 
ircent In 1983. Tlie gain was 
Urated In the 100-millimeter size, 
made up about 36 percent of 1984 
(table 3). 



Cigarette Prices Rising 



Manufacturers raised wholesale cigarette 
prices two times last year for a total increase 
of 7 percent (table 4). Retail prices also rose 
7 percent, and are expected to rise further 
this year. 

Five States raised cigarette taxes in 1984 
an average of 2 cents a pack. State cigarette 
tax rates (weighted by number of packs taxed) 
averaged 1S.4 cents per pack in December 
1984. 0.1 cent above a year earlier. Maine has 
announced an excise tax increase to 28 cents a 
pack effective October 1. 1985. and excise tax 
increases have been proposed in several other 
States. Tho Federal excise tax was increased 
to 16 cents a pack on Januaxy I. 1983. but 
under current law it is scheduled to return to 8 
cents on October 1. 1985. However, a number 
of bUls have been introduced in Congress to 
extend the 16-cent rate. 
Cigar and Smoking Tobacco Use 
Again Lower 

Large cigar use (including cigarUlos) 
continued to decline in the fourth quarter of 
1984. Last year. U.S. smokers used about 3.49 
billion large cigars. 3 percent fewer than a 
year earlier (table 6). Production of small 
cigars— less than 3 pounds per 1.000— declined 
to 1.26 billion pieces, down 7 percent from 
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Attachnient 2 



Cigarelles Low-Tar Market Share* 
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Attachaent 3 



REVIEW OF WHOLESALE CIGARETTE PRICE CHANCES 
(1000 cigarettes: 100 millimeter size) 







With Tax Tax Excluded 
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27.90 19.90 
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21.70 17.70 
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December 
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30.15 22.15 


February 
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21.70 17.70 
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4.00 = 47. 3% chargeable to the excise tax change 
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December '84 32.40 24.40 

February ^82 21.70 17.70 

1Q.70 - 4.00 = 6.70 6.70 



4.00 = 37.4% chargeable to the excise tax change 
10.70 



During the period February 1982 - January 1983 (12 months) « the 
wholesale price of 1000 cigarettes Increased 28.57 percent « inclusive of the 
Increased federal cigarette excise tax. An examination of the wholesale 
price change indicates that the tax increase accounted for 64.5 percent of 
the total increase. ManufKturer margins accounted for 35.5 percent. 

For the period February 1982 - December 1983 (23 months), the wholesale 
price of 1000 cigarettes increased 38.94 percent « inclusive of the increased 
federal cigarette excise tax. The tax increase accounted for 47.3 percent 
of the total increase while manufacturer margins accounted for 52.7 
percent. 

For the period February 1982 - December 1984 (35 months) « the wholesale 
price of 1000 cigarettes increased 49.31 percent, inclusive of the increased 
federal cigarette excise tax. The tax increase accounted for 37.4 percent 
of the total increase while manufacturer margins accounted for 62.6 percent 
of the price change. 

The use of wholesale price data to attempt to evaluate the impact of the 
increase in the federal cigarette excise tax on consumption (disappearance) 
of cigarettes is less than scientific in nature for analytical purposes. A 
more creditable source would be the retail price; however, such data is 
not available for comparative analysis in determining the real impact the 
excise tax increase had on consumption. 



Digitized by 



Google 



54 



Using the most reliable data available, it appears that at the tine the tax 
increase became effective on January 1, 1983, the wholesale price had been 
increased $6.20 per 1000 cigarettes. The tax increase of $4.00 per 1000 
cigarettes thus accounted for 64.5 percent of total increases in the 
wholesale price and logically could be blamed for only that percentage of 
the decline in consumption. On that basis, the decline in consunption 
attributable to the tax increase would be 3.2 percent, not 5 percent as 
alleged by cigarette manufacturers and others. 

The alleged 5 percent decline In consumption which has been attributed to 
tlie tax increase appears to have been substantially overstated wtten the 
"taxable removals" as reported in Tak>le I, Tobacco Outloolc and Situation 
Report, March 1985 (TS-191) are examined. -Taxable f^movals" for the 
year 1983 totaled 597.5 billion pieces compared to 614.1 billion pieces for 
the previous year. Thus, the reduction was in fact 2.70 percent as 
Illustrated — 

597.5 = 97.297. 

THTT 

The above examination could be interpreted that the increase in the federal 
cigarette excise tax was even less significant than has been alleged and 
lilceiy caused only 1.74 percent of the taxable removals. The data included 
in Tak>le I, TS-191 under the heading "Total U.S. Consumption" docs in 
fmd indicate a reduction of 5.4 percent; however. It is essential to 
recognize such data includes taxable removals, overseas forces (tax 
exempt), inventory change and iaiports. Thus variations other than in the 
"taxable removals" distort the total consumption data. 

It is important to maintain a perspective of not only the alleged role of the 
federal tax increase, but also the suggestions of the cost of U.S. grtnm 
tobacco as a mafor contributor to the so-called decline in consuaiption. 
When the average oMrket prices for flue-cured and burley t o b a c c o for the 
period 1982 through 1984 are analyzed, it b ecomes relatively clear that 
market price changes have had miniani ia^Mct when coaipared to the 
wholesale prices of 1000 cigarettes. The following tables illustrate that 
point: 

Flue-Cured (cents /pounds) Burley 

Year Mkt. Avq. % Change Year Mkt. Avg. % Change 

1982 181.0 

1981 180.7 

7.27 75 .16 



1983 177.3 

1981 180.7 

6.91 "HTi) (1.8«) 



1984 187.5 

1981 180.7 

8.8 "TT 3.76 
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Mr. Rose. I want to thank all of you for your comments. I am 
reading over your statement. You bring out some of the points that 
Mr. Oliver brought out in his testimony about an increase in the 
cost of cigarettes; in other words, the wholesale price increases as a 
factor for refreshing consumption as well as how that fits in with 
the excise taxes. 

Mr. Jenkins. Mr. Chairman, I could say that there are some to- 
bacco Farm Bureau members that will testify later that will cover 
some areas that I had in my statement. 

Mr. Rose. Mr. Jones. 

Mr. Jones of North Carolina. Mr. Chairman, you or Mr. Rangel 
could answer this. I do not believe it has been developed here this 
morning, that if H.R. 2600 does become law, what is the estimated 
revenue to be derived from the 2 cents? 

Mr. Rose. I will certainly not presume to tell the chairman what 
his figures are; but from what I have seen, 8 cents of the cigarette 
tax is approximately $2.4 billion a year. So if you take one-fourth 
of that, you are talking about roughly $600 million a year for the 2 
cents. 

I have not been putting out those numbers. Cigarette companies 
might increase their wholesale prices again, and consumption 
might go down again. 

Mr. Jones of North Carolina. Thank you. 

Mr. Rose. Mr. Cooper. 

Mr. Cooper. I would like to congratulate all of the witnesses on 
the testimony, particularly Mr. Putnam and Mr. Myers, two out- 
standing Tennesseans. 

Mr. Rose. I want to recognize three very vital Members of the 
Congress concerned with the tobacco industry who are here, not 
members of these subcommittees. Congressman Norman Sisisky 
from Virginia, Congressman Carl Perkins from Kentucky, and Con- 
gressman Jim Cooper from Tennessee. They are all cosponsors of 
H.R. 2600, and are vitally interested in the outcome of this situa- 
tion. 

Mr. Whitley. 

Mr. Whitley. Mr. Chairman, I just have one question for Mr. 
Bell. 

Mr. Bell, your statement says personally you see no logic in 
making smokers bear the cost of the Tobacco Price Support Pro- 
gram. 

If you assume for purposes of discussion that the Federal tax on 
cigarettes is going to be 16 cents a pack, do you think the average 
smoker would object to having 2 cents of it earmarked for the bene- 
fit of small farmers? 

Mr. Bell. I doubt the average smoker would have any idea 
where it goes. 

Mr. Whitley. The smoker is going to pay 16 cents whether it is 
earmarked or not. If you assume that, do you think the average 
smoker would object to having it earmarked? 

Mr. Bell. I would doubt it. 

Mr. Rose. Any further comments or questions? 

Mr. Putnam. Our position in Tennessee along this matter is a 
fact we already have the 16 cent tax already on tobacco, and we 
really think it is fair under the conditions of the tobacco industry 
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today; and the experience of the tobacco farmer, that if you have 
already got the tax for somebody else, why not let the tobacco 
fEunmer l^ve a little of it today to get himself out of this dilemma 
that he finds himself in? 

Mr. Rose. I want to thank 

Mr. Jenkins. Mr. Chairman, I want to say that in the case of 
Fluecured tobacco, the assessment right now becomes a stock cer- 
tificate, which is taxable income to the farmer, of which most of 
them will not even have the money to pay the taxes on, the way 
the farm economy is in North Carolina right now. 

Mr. Rose. I want to thank all of you for this very distinguished 
panel presentation. We have a farmer panel that we are going to 
have to ask to come back at 1:30, and b^in our afternoon session. 

I wanted to thank all of you for being here. The subconunittees 
will stand in recess. 

Mr. Hopkins is asking permission for the hearing record to 
remain open for a few days. The Burley Farmers Advisory CcHmdl 
and possibly the Kentucky Farm Bureau may want to send a copy 
for the record. We will be glad to receive them, if they are submit- 
ted. 

We will be back at 1:30. 

The subcommittees stand in recess. 

[Whereupon, at 12 o*ciock noon, the subcommittees recessed, to 
reconvene at 1:30 p.m.] 

afternoon session 

Mr. Rose. The subcommittees will resume sitting. 

I want to thank our farmer panel firom North Carolina for being 
willing to come back after our break, and I apologize for holding 
you over, but we look forward to what you have to say. 

We have with us now Mr. Richard Jenks from Apex, NQ Mr. 
Fred Burt firom Wake County, NC; Mr. Bobby Stephenson from 
Johnston County, NC; and IVfr. Philip Duncan, firom Columbus 
County, NC. If you would like to proceed in any order jrou choose, 
gentlemen. 

Mr. Jenks. 

STATEMENT OF RICHARD J. JENKS, FARMER APEX, NC 

Mr. Jksks. Mr. Chairman, members of the joint subcommittees, I 
will read firom the statement that I have prepared. I have some 
changes I need to make into it. I am Richard Jenks, a Flue-cured 
tobacco farmer firom Apex, NC. I serve as the president on the 
board of directors. I express appreciation to you for holding tUs 
hearing on H.R. 2600, and allowing me this opportunity to appear 
before you today. 

Tobacco farmers in my community are now in a very difficult fi- 
nancial situation. That situation is so critical that they will not be 
able to survive without some assistance firom the Government. We 
are not asking for a handout. We sire asking you to favorably con- 
sider and report out H.R 2600 to help us work out of a difficult 
problem. 

The problem is that under the No Net Cost Tobacco Program Act 
of 1982, loan stock accumulations over the past 3 years, for wlddi 
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growers are responsible, have reached 541 million pounds, with the 
threat of another 200 million pounds could be placed on the loan 
out of the current crop. 

In the 3 years I have operated under the No Net Cost Act, grow- 
ers assessments have increased from 3 to 25 cents per pound. In 
fact, it now costs approximately $10 million per month to carry 
Stabilization stock. At 25 cents per pound, approximately $550 per 
acre comes out of the growers' income. For example, if I had 20 
acres last year, this year I could expect $11,000 less from these 20 
acres in 1985 than in 1984. Those $11,000 are income out of my 
pocket, and you can imagine who is going to benefit from that 
$11,000; the tobacco manufacturers. I will also be liable for the 
$11,000 additional income on the tax revenue. 

Let me share with you my view of what has caused the buildup 
in loan stocks over the past 3 years. When the No Net Cost Pro- 
gram was enacted in 1982, the United States and many other coim- 
tries were experiencing a recession. Foreign countries were taking 
advantage. Tobacco was one of those commodities used. 

With our program, we agreed to keep supply in line with demand 
for price support. Every time we cut our quotas, the world produc- 
tion would increase, thus putting more tobacco on the world 
market at a cheaper price, which makes imports more favorable to 
domestic use. 

The value of the dollar increased by 25 to 30 percent. Therefore, 
naturally, it takes more of other countries' money to buy U.S. to- 
bacco while it at the same time makes imports more favorable for 
domestic use. 

Unemplojonent in the United States reached high levels, mean- 
ing less money in the economy, which meant less money to be 
spent by people for items of luxury. Antismoking campaigns, and 
coming up this morning I was placed in the smoking section of the 
airplane. The cab driver said no smoking. There are no smoking 
signs just about ever3rwhere in the halls of Congress, and on top of 
that, just recently, a no smoking restaurant opened in Raleigh. 
This morning was the first time I have been in this particular 
building, and I have not seen any no smoking signs. This is the 
part that I would like to apologize to you. I have been attending 
the USDA meetings, and in there, I find no smoking signs every- 
where. 

Tobacco farmers cannot bear the burden which was created by 
those circumstances coming together at almost the same time. As 
long as we bear the responsibility for the loan inventories, and we 
still have to pay assessments of 25 cents or more per pound. 

H.R. 2600 is needed to provide us some help in order to make 
U.S. tobacco more competitive. I will not be able to stay in business 
as a farmer without it. I believe this is necessary to help farmers 
get across a very difficult period. A stable economy, for many rural 
communities, especially in my State. Consumers of tobacco prod- 
ucts are the payers of excise taxes on cigarettes, up to 2 cents per 
pack of cigarettes to help the tobacco for this period. 

In closing, tobacco has meant so much to this country, from the 
Indians who were already on this continent using tobacco when 
Christopher Columbus discovered this continent; to the first set- 
tlers who used it. The universities of our great State, that was built 
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by tobacco fortunes, received in excise tax on tobacco. I hope you 
will look favorably at H.R. 2600. 

Thank you. 

[The prepared statement of Mr. Jenks appears at the conclusion 
of the hearing.] 

Mr. Rose. Thank you, Mr. Jenks. 

Mr. Fred Burt. 

STATEMENT OF FRED W. BURT, FARMER, WAKE COUNTY, NC 

Mr. Burt. Mr. Chairman and members of the subcommittees, I 
am Fred W. Burt, a tobacco farmer from Wake County, NC. 

I thank you for the opportunity to speak today on behalf of H.R. 
2600, the Tobacco Equalization Act of 1985. I believe this plan is 
the only plan that will save the tobacco farmer and leave him with 
some control of his own business. 

The most serious problem facing tobacco farmers began with the 
passage of the no net cost program. This law placed the entire 
burden of financial support for the tobacco program on the farmer 
when he was at the mercy of several factors beyond his control. 

The first of these factors is imports. Tobacco imports to the 
United States have sk3n:'ocketed since the late 1970's. This has dis- 
placed much of our domestic sales and has caused increased stocks 
in Flue-cured Stabilization. The second factor is the strength of the 
dollar. A strong dollar has made our tobacco much more expensive 
and foreign tobacco cheaper. Lastly, it appears that the tobacco 
companies are using the no net cost program to legally destroy the 
tobacco prc^am. Let me explain how I see these factors affecting 
my livelihood: 

In 1981, the year before no net cost went into effect, the average 
support price for Flue-cured tobacco was $1.58 per pound. The crop 
was of average quality and only 9 percent was placed in Stabiliza- 
tion. In 1982, the first year of no net cost, a smaller crop due to 
quota cuts was produced of vintage quality. The average support 
price was $1.69 and 26 percent went to Stabilization. Equivalent 
percentages apply to 1983 and 1984. 

Farmers are responsible for any losses to Conmiodity Credit Cor- 
poration for these crop years. The tobacco companies continue 
their call to lower the support price to $1.40 per poimd. I believe 
this is totally unrealistic. 

They were very willing to buy our tobacco at $1.58 support price 
when the Government was responsible for any losses, but are reluc- 
tant to pay 11 cents more when farmers are responsible. I have 
also determined that the tobacco in a pack of cigarettes costs 6.1 
cents at a price of $1.80 per pound, and to reduce the price to $1.40 
per poimd would only decrease the cost of tobacco to 4.7 cents per 
pack. The companies sure are screaming about tobacco costs when 
it would only reduce the price of cigarettes by 1.4 cents. Yet, to 
reduce the support price to $1.40 would bankrupt the nugorily of 
tobacco farmers in my area. 

The value of the doUar has caused U.S. tobacco to be 25 to 30 
percent less competitive in world markets. At the same time, that 
overvalued dollar has made foreign Flue-cured tobacco much less 
costly to domestic manufacturers. Imports of foreign tobacco have 
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entered the United States in record volumes since no net cch 
began. This imported tobacco displaced our tobacco fixHn domesbc 
use, caused it to be placed under loan, and drove our assessments 
to 25 cents per pound; or in my case, a $25,000 reduction in &rm 
income. 

The tobacco companies say that our tobacco is overpriced in the 
world. They say $1.40 would be more competitive with Brazils our 
chief competitor. I do not wish to compete with Brazil and cannot. 
given their cheap labor, cheap land, and use of horses instead of 
tractors. I also believe that Brazil's triple digit inflation will docn 
cause their tobacco to be as expensive as ours within 2 to 3 years. 
The companies know that they must get a price reduction now or 
the issue will be gone soon. 

Now, let me focus my comments on the two msyor proposals to 
aid the tobacco prc^am. The first proposal is the so-called buy-out 
plan. I am sure most of you are familiar with its msgor points. I 
would, however, like to mention some questions that I have con- 
cerning this plan. 

First, the buy-out plan gives no assurance of relief from the 
1982-84 crops that are proving burdensome to the farmer. What is 
going to happen to these stocl^ of tobacco? 

Second, the price support formula that the companies are want- 
ing gets away from cost of production to less than market average. 
This could be manipulated by the companies and would lower tdie 
price support each year instead of increasing it. 

Third, the buy out is going to cost the taxpayer around $1 billion. 
I know that this is going to be very difficult for Congress to accept 
with the problem we have with the deficit. This would give the to- 
bacco companies a large subsidy; these companies reported record 
profits for 1984. I know of no farmer who reported record profits in 
1984. In fact, most of us are having trouble just making a profit. 

Fourth, the companies have not shown good faith in their negoti- 
ations. They are continually changing demands in negotiating the 
buy out. When one company has its objections solved, another com- 
pany raises an objection; and 

Fifth, finally, imports are not addressed in the buy out. After all 
is done and the buy out occurs, what is to prevent the companies 
from letting Stabilization fill up again and buy foreign tobacco? We 
would be in the same mess again. 

The second proposal is the one which we are here to discuss 
today, H.R. 2600. I see this plan as the only plan that can save the 
tobacco farmer. It will shift some of the burden of the tobacco pro- 
gram to the tobacco companies. I see several points that are attrac- 
tive not only to farmers, but to Congress as well. 

Congress will not have to pay $1 billion to the companies to buy 
Stabilization stocks. The tax will encourage them to buy from Sta- 
bilization stocks or American tobacco instead of foreign tobacco so 
the tax can be reduced. This would also help reduce Stabilization 
stocks and keep them low. 

Finally, this maximum 2 cents would not lead to reduced sales as 
the companies fear. Two cents would hardly be noticed by the con- 
sumer. The companies must believe this since they have increased 
cigarette prices by 2 cents a pack twice a year since 1983. 
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Some organizations do not support H.R. 2600. I do not see how 
they can support the buy-out plan that takes millions from strug- 
gliii^ farmers in the form of assessments and gives it to record- 
profit-making compcmies. H.R. 2600 would relieve them of these as- 
sessments. 

I have talked with many farmers in my area and have explained 
both the buy out and the 2 cent tax proposal. After talking with 
these farmers, they all agree that H.R. 2600 is the only plain that 
will work. 

I have voiced my concerns about the tobacco program to repre- 
sentatives of both Reynolds and Philip Morris. They appear indif- 
ferent to the plight of tobacco farmers. I trust that through your 
support of H.R. 2600, tobacco farmers may be able to protect tiieir 
livelihoods. I am not asking to be a millionaire; just to have a rea- 
sonable chance to make a living in the business I love — farming. 

In conclusion, H.R. 2600, the Tobacco Equalization Act of 1985, 
which has a lot of farmer support, is the only plan that can save 
tobacco farmers. It will place some of the burden on the tobacco 
companies and encourage them to buy our high quality American 
tobacco. The American colonies survived on and had their first 
trade in the export of tobacco. Tobacco helped to build our great 
Nation. I trust that your support of this bill will continue this long 
and great tradition. 

Thank you for allowing me to appear before you today. 

Mr. Rose. Thank you, Fred Burt. 

Bobby Stephenson. 

STATEMENT OF BOBBY STEPHENSON, FARMER, JOHNSTON 

COUNTY, NC 

Mr. Stephenson. Mr. Rangel, Mr. Rose, and members of the sub- 
committees, I thank you for this opportunity to appear before you 
and make this statement concerning H.R. 2600. 

My name is Bobby Stephenson of Route 1, Smithfield, NC. I am a 
tobacco farmer. My only occupation now or in the past has been 
farming. I am 47 years old, married and have 4 children, all girls. 
My oldest is a graduate of N.C. State University and the next 
daughter is a graduate of U.N.C., Greensboro. They are both em- 
ployed and are doing well. 

My two younger daughters are ages 9 and 11. They are very 
bright and do well in school. My wife, Lois, does not work away 
from the farm. She has dedicated her life to being a good wife, 
mother, and an equal partner in our farming operation. Her duties 
in the farming operation are tremendous. We could not carry on 
the operation that we have without her input. 

My farming operation consists of a total of 740 acres. I have 50 
acres of tobacco with the remainder in com, 250 acres; soybeans, 
300 acres; wheat, 130 acres; and cucumbers, 10 acres. I own 120 
acres and rent the rest. I did not inherit this land; I bought it in 
1962 and have lived on this farm ever since. Farming has been 
good to me in the past. Of course, we have had better years than 
others. I have never experienced a complete crop failure, but I 
have had years that we have had to struggle. As a matter of fact, it 
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has gotten to the point that you put your entire equity on the line 
with each crop you plant. 

Now I would like to talk about tobacco. Tobacco is my most im- 
portant crop. You can see by my figures that tobacco represents 
only about 7 percent of my total acreage; yet tobacco represents ap- 
proximately 75 percent of my gross income. I know you must be 
thinking by now that with those figures I ought to be doing all 
right. Well, gentlemen, I am not doing all right. 

As a matter of fact, if things. go on like they are now, I will not 
be growing tobacco or any other crop many more years. With the 
cooperative that operates the loan program holding 800 million 
pounds of Flue-cured tobacco and our quotas having been cut dras- 
tically the last few years, and with the cigarette companies import- 
ing more and more of their needs, we are on a collision course with 
disiaster. 

Unless something turns around, I will be bankrupt in a very 
short time. I have a very good crop of tobacco growing right now, 
and I need to be home working right now. I will start harvesting 
next Monday. The selling season starts in 2 weeks. The prospect of 
the cooperative taking in another 200 million pounds is frighten- 
ing, but very realistic. 

I would like for you to consider the fact that for every dollar I 
gross from tobacco, some level of Government takes in almost $5. 
Now, in light of these facts, I hope you people can see that with 
H.R. 2600, we are only asking for a small portion of these taxes to 
be returned to the tobacco program to assist tobacco farmers 
through a very difficult period. If this legislation or some other de- 
velopment does not take place in regard to tobacco policy, thou- 
sands of people like me will be leaving the farm and seeking 
income from other sources. 

Gentlemen, if thousands of farmers leave the farm and are sold 
out, the ripple effect that will take place will be so great and far- 
reaching that it will shake these very halls we stand in today. 

I urge you to support this legislation. Thank you. 

Mr. Rose. Thank you, Mr. Stephenson. 

Mr. Philip Duncan. 

STATEMENT OF PHILIP DUNCAN, FARMER, 
COLUMBUS COUNTY, NC 

Mr. Duncan. Congressman Rose, Congressman Rangel, we appre- 
ciate this opportimity. I would first off like to say thank you for 
allowing us to be here. We thank you for inviting us. The first 
thing I would like to do is "ditto" to what these three good farmer 
friends of mine have said. 

I will not go through the statistics like they brought out here, 
but I would like to say that I was at two meetings in Columbus 
County within the last month and a half. One, Congressman Rose, 
you were there; you conducted that meeting, about 50 people were 
there, and then Bob Cawdle conducted one a couple of weeks ago; 
he is an assistant to Senator Helms in North Carolina, and prob- 
ably 25 to 30 were there. 
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Of those fianners in Columbus County, there was not one who 
was opposed to the 2 cents excise tax or H.R. 2600. It has wide- 
spread support in our area of the world. 

In the 1985 tobacco bill introduced by Senator Helms, it does not 
address imports, nor adequately address support prices. The code 
phrase behind this is market-oriented. The tobacco farmers in my 
area of northern South Carolina are totally in favor of H.R. 2600, 
and we plead for relief such as this 2 cents tobacco equalization 
fund excise tax price. 

We need support in reducing the support price somewhat, we be- 
lieve; not too much; somewhere aroimd $1.45 to $1.50 a pound. The 
farmers in my area say that is OK. 

Tobacco farmers do not want to be the serfs or the slaves of man- 
ufacturers. We do not believe manufacturing interest, when they 
say "trust us." We do not believe that. 

Thank you very much, gentlemen. 

Mr. Rose. Thank you very much. 

Are there questions by members of the subcommittees? 

Mr. Rangel. I just want to thank the panelists for being very in- 
formative. With the information that I have heard this afternoon, 
and also this morning, rest assured that when the Committee on 
Ways and Means approaches this question, it will not be without 
consideration for the plight of our great farmers and this industry. 

Mr. Rose. Thank you, gentlemen. 

Our next witness is Mr. Billy Carter, the president of the North 
Carolina Tobacco Growers Association, Scotland Neck, NC. 

Mr. Carter, we are glad to have you. We will be happy to hear 
whatever you have to bring us, sir. 

STATEMENT OF W.L. CARTER, JR., PRESIDENT, TOBACCO 
GROWERS ASSOCIATION OF NORTH CAROLINA, INC. 

Mr. Carter. Chairman Rose, I am W.L. Carter, Jr., a tobacco 
farmer from Scotland Neck, NC, and president of the Tobacco 
Growers Association of North Carolina, Inc. We are a commodity 
association representing both Flue-cured and hurley tobacco f€UTn- 
ers in North Carolina. While membership in our association is 
open to both active and nonactive tobacco farmers and to all others 
interested in North Carolina tobacco, the overwhelming majority of 
our members are full-time tobacco growers who depend on this 
crop for their livelihood. We appreciate the opportunity to express 
our views on H.R. 2600. 

We believe that the impact of a bill such as this on active tobac- 
co farmers and nonactive allotment owners should be taken into 
account, not to mention the related industries and local economies. 
But it should be obvious to all concerned that the impact on the 
active grower is of paramount concern, because if he cannot contin- 
ue in tobacco, no one else can. 

Judging from the positions you have taken. Congressman Rose, I 
am sure you understand the imique problems of the active tobacco 
grower. My purpose today is to try to persuade you and others on 
these two subcommittees that H.R. 2600, far from helping the 
active farmer, would be extremely injurious to him. 
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It is a matter of public record that our association is opposed to 
the concept of a special excise tax as a way of dealing with the 
problems facing our tobacco program. That, imfortimately, puts us 
in opposition with you. But I feel your analjrsis of the basic prob- 
lems is substantially the same as ours. They are: 

One, our program is in trouble. The no net cost program is not 
working as envisioned; 

Two, growers cannot afford assessments at the levels proposed 
for 1985; 

Three, these assessments cannot be treated as taxable income; 

Four, growers have got to have some help in disposing of the 
1982-84 crops, both burley and Flue-cured, that are being held 
under loan. It is just as appropriate to use tax monejrs to help to- 
bacco farmers out of a financial crisis as it was to help dairy, grain 
and other farmers who found themselves in similar positions a few 
years ago; and 

Five, we cannot regain our ri^tful place in the world market 
unless we reduce our prices. 

Where we b^gin to disagree is whether your approach to solving 
these problems by attempting to force the smokers to pay the costs 
is the most desirable one. We don't feel it is, for the following rea- 
sons: 

One, tobacco farmers have always opposed special t€uces on their 
products. A cigarette excise tax is regressive in nature and we have 
alwajrs opposed earmarking this tax for anv special use. In 1982, 
we collected signatures from thousands ana thousands of tobacco 
farmers opposing the doubling of the cigarette excise tax. It seems 
a bit hypocritical to us to now reverse ourselves and support both 
an increase and an earmarking of the funds just because it will be 
of direct benefit to us. It was wrong before and it's wrong now. 

Two, we believe that if farmers support a bill that adds to the 
excise tax on cigarettes — at 8 or 16 cents or whatever — it gives aid 
to those forces who want to significantly increase this tax— perhaps 
to as much as 40 cents — and earmark a portion of all of it K)r M^- 
icare and other health-related programs. 

We believe this bill will further antagonize the enemies of tobac- 
co because they will see us as now competing with them for the use 
of these funds. In other words, if a portion of these fimds is used to 
support the tobacco program, they are not available for some other 
purpose. 

Three, most informed observers of the tobacco situation agree 
that much of our problem as it exists today stems from the fact 
that we allowed the price of our tobacco to escalate too fast for too 
long. We have not been price/quality competitive in the world 
market for several years. 

Evidence of this is seen in the 800 million poimds of Flue-cured 
and 500 million pounds of burley now imder loan. Most of it is 
there for one reason alone — it was supported at a price level higher 
than the market was willing to pay. H.R. 2600 does not address this 
very basic problem, and we believe until we do something about 
our prices, any step we take is simply another Band-Aid. We have 
had too many of those already. 

I think it is safe to assume that if our price supports remain at 
current levels — or once again bc^n to escalate as they will if no 
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legislation is passed — our Stabilization cooperatives will receive in- 
creasing amounts of tobacco each year. We have tried as much as 
possible to learn from the buying trade what will happen on the 
1985 market if the effective price supports for Flue-cured remained 
at $1.70. 

The picture they paint for us is grim. Estimates of 100, 200, and 
even as much as 300 million pounds of this year's estimated 765 
million pounds of Flue-cured crop could go under loan. If the aver- 
age price is $1.80 per pound, you are talking about $540 million we 
mil need to borrow from the Commodity Credit Corporation. At an 
interest rate of 10 percent, that is an average annual cost of $54 
million. 

If you assiune you have to eventually discount that tobacco 30 
cents per poimd to move it, that is another $90 million or a total of 
$144 million in accrued costs for the 1985 crop even if you disposed 
of it by the end of 1986. And in addition to the cost, there would be 
a serious effect on the quota for 1986. 

Four, in your news release of July 2, 1985, announcing this hear- 
ing you stated: ''Passage of the special excise tax plan would make 
sure that tobacco companies bear part of the cost of the tobacco 
progranL" That seems extremely unlikely to us. Rather, we think 
the cigarette manufacturers will pass this tax along to the con- 
sumer just as the oil companies and the service stations passed 
along to the motorist the increase in the Federal tax on gasoline. 

Consiuners — the smokers — and farmers will bear the costs of this 
tax. It is an accepted fact that cigarette consumption is influenced 
by price. Thus, any increase in price, for whatever reason, causes 
consimiption to go down. The year following the doubling of the 
Federal excise tax, cigarette sales dropped 5.5 percent 

The impact on our market was severe. Since the manufacturers 
normally keep a 2 to 3 year supply of tobacco on hand all the time 
in order to age it, they suddenly foimd themselves with 12 to 15 
percent more tobacco than they would need for the next 3 years. 
The result was a sharp reduction in purchases by the manufacture 
ers as they made adjustments in inventories, and it was coupled 
with a dramatic increase in the amount of tobacco that went under 
loan. The net effect on me as a grower has been a 23-percent cut in 
Flue-cured quota since 1982. That is a trend we must reverse. 

Five, we believe, even if H.R. 2600 is passed by this Congress, 
consumers — particularly those outside the major tobacco-producing 
States — will rebel against this tax. They will view it as a taxpayer 
subsidy for a program that refuses to address the realities of the 
marketplace and will feel it is unfair to single them out to bear 
that cost. 

I wonder, for example, how long the smokers in New York State 
will be willing to pay an additional $44,014,000 a year in taxes to 
support my tobacco program? At 2 cents per pack that is what it 
will amount to ^ve^ year. Or, smokers in Illinois, who will be 
spending an extra $29,676,000 annually. Or smokers in California 
or Texas who will annually pay an extra $54 million and 
$36,800,000, respectively, because of this tax. 

(jentlemen, the combined annual cost of this tax to the smokers 
in just the eight most populous States represented on the Ways and 
Means Committee will be $265,564,000. It seems quite possible that 
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a tax increase of this magnitude would attract a Presidential veto, 
not to mention the attention of voters in those States. 

Six, finally, we think it is safe to assume, if this bill passes, there 
will be no buy out by the cigarette manufacturers of tobacco cur- 
rently held under loan as is proposed in the legislation now under 
consideration by the Senate. We believe this will substantially in- 
crease the losses that farmers and/or taxpayers will eventually 
have to assume on these stocks since the manufacturers will not be 
assuming any share of these losses. We need to be looking for ways 
to cut our losses, not increase them. 

In conclusion, our association wants to express to Congressman 
Rose and his committee our appreciation for the efforts they have 
made over the past 4 years and continues to make to help find a 
workable solution to the problems our industry has been facing. 
We know from personal contacts and involvement with you how 
much time and ener^ you have expanded on our behalf and at 
times we have almost been embarrassed over the demands we have 
had to make. We want to continue working with you because we 
are convinced we both have the welfare of the grower foremost in 
our minds. We wish we could feel that H.R. 2600 was the answer to 
our problems but for the reasons I have listed, we do not. We 
cannot support the bill. 

We believe that active tobacco farmers will be the victims, not 
the beneficiaries. We believe more comprehensive legislation, such 
as is contained in S. 1418, is necessary. We hope that you will 
become involved with this bill, and if there are changes you feel 
are necessary in order for you to be able to support it that you will 
talk with us about them. 

Thank you, sir. 

Mr. Rangel. Mr. Chairman. 

Mr. Rose. Mr. Rangel. 

Mr. Rangel. Mr. Carter, you fully appreciate, that when the 
Ways and Means Committee deals with the subject of excise tax, 
we have to deal with tax policy and not farm policy. One of the 
reasons Chairman Rostenkowski encouraged us to have this joint 
hearing is that we make certain that while we are attempting to 
raise revenue and enact tax policy we do not adversely affect a 
broad constituency in the farming area. 

If I understand your testimony correctly, if the Ways and Means 
Committee decides that as a matter of tax policy we are going to 
maintain the 16-cent tax, is it your position that you would not 
want us to consider any 2 cents of that 16 cents that we 

Mr. Carter. If that is all the legislation contains, no, sir. I do not 
think it would help the farmer in the long run. 

Mr. Rangel. Thank you. 

Mr. Rose. Let me change it a little bit, Billy, because you know I 
am only attempting to address the circles in my legislation, and 
you are raising a red herring, when you say it does not effectively 
address all the problems. You know I got on the telephone at the 
meeting of Stabilization, and had a discussion with the Stabiliza- 
tion board, with Re3niolds people present; where we worked out all 
the details of other things that needed to be done; and you know I 
support that, but let us assume that S. 1418 is not successful; that 
regardless of what tactics may be used in the Senate to get the 
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Senate to look at S. 1418. Let us suppose it does not go anywhere 
because it is $1,200 million. 

If we coupled with what Mr. Rcuigle just asked you, the question 
that he asked you, if we coupled with that legislation that reduces 
price supports and changes the escalation for future rises in the 
price support level, and changes the way the burden is borne on 
the no net cost program, and gives Stabilization more authority in 
running the Tobacco Price Support Prc^am, which is something I 
support, could you support this approach? 

Mr. Carter. Congressman, I do not think that this bill, coupled 
with the changes you are talking about, will be quick enough to 
have an3rthing left to save. 

Mr. Rose. Do you think S. 1418 is going to go anywhere by next 
week? 

Mr. Carter. No; I am saying that some changes must be made 
for the 1985 season. 

Mr. Rose. I was on the telephone yesterday with Mr. Whitley, 
Mr. Thomas, and Mr. de la Garza, asking Mr. Block — we had a con- 
ference call with him, and we asked him to please roll back the 
price support levels as has been suggested by Senator Helms. Let 
us not get confused with that. 

Mr. Carter. If that were the case, if that were done; I could not 
support an excise tax on the tobacco program. Those changes 
would be 

Mr. Rose. Wait a minute. If the Senate program does not pass, 
Billy, if it is defeated, if the Senate refuses to give $1,200 million to 
buy tobacco and give it to the cigarette companies, because who 
gets the tobacco? Under my plan. Stabilization's loans are paid off 
and the tobacco stays where it is now. It stays in Stabilization 
stocks, because it is paid for. Mr. Rangel said to you if the Ways 
and Means Committee, in its wisdom, decides to keep cigarette 
taxes at 16 cents, would you object to 2 cents of it going to finance 
the program in the way that we have described? If it is the only 
recourse? 

Mr. Carter. Yes, sir. I would agree then. 

Mr. Rose. You would agree what then? 

Mr. Carter. If after all recourse, there was any option, we would 
not be left with any option, but I do not think that has been tried. 

Mr. Rose. You do not think we are there yet? 

Mr. Carter. No, sir. 

Mr. Rose. But if we correct the problems in the way the prc^ram 
is run, and if the Senate of the United States and the House, or 
either one or both refused to give $1,200 million to bailout the pro- 
gram, you would have no objection as a last recourse to the 2 cents 
being used. 

Mr. Carter. I would certainly have to reconsider my opinion. 

Mr. Rose. Wait a minute. You said a minute ago you would not 
have any objection. Which do you mean, Billy? 

Mr. Carter. As that being an avenue for financing the tobacco 
prc^am after all else had been exhausted. 

Mr. Rose. In your testimony you talk an awful lot about how 
consumption would be hurt, or was hurt by cigarette taxes. You did 
not mention in your testimony at all what Mr. Oliver pointed out, 
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and that was that the cigarette companies paid a 40-percent in- 
crease in the price of cigarettes. 

Was that an omission, or did you just not think that had any- 
thing to do 

Mr. Carter. I think that is one 

Mr. Rose. Is that one of the factors in cutting consimiption? 

Mr. Carter. No. That is one of the factors being opposed to 
taxes. 

Mr. Rose. You said that the tax increase hurt consumption. 

Mr. Carter. Yes, sir. 

Mr. Rose. But you didn*t say that the wholesale price increase of 
cigarettes hurt consumption, but Mr. Oliver pointed out that there 
was about a 40-percent increase in cigarette wholesale prices, and 
only an 8-cent increase in taxes. 

Do you not think, Mr. Carter, that an increase in the price of 
cigarettes 

Mr. Carter. I am sure that contributed to it. 

Mr. Rose. But you didn't mention that in your report. 

Mr. Carter. No, sir; I did not. 

Mr. Rose. Mr. Whitley. 

Mr. WnrrLEY. Thank you, Mr. Chairman. 

Mr. Carter, I first want to say that I have a high regard for you 
and your organization. I think you came on the scene, and served a 
purpose, served the growers, and not other interested related 
groups. However, I would like to ask you this question, the same 
one I guess I raised with Senator Gore this morning. 

By the way, I agree with you. I think doubling the cigarette tax 
had an impact on tobacco sales. I think the companies made a deci- 
sion at that time to reduce their purchases that year, and did. I 
would remind you that at the time, we, those of us who represent 
the tobacco producing areas, we were assured that it was going to 
be a temporary thing. It was going to simset in 3 years. 

The Sun is supposed to set on September 30 of this year. As 
Chairman Range! said, if the Sun does not set on September 30 of 
this year, if we are going to pay 16 cents anyway, do not you think 
that simple equity to the tobacco grower requires that tax which 
has hurt him be used to support i;he program? 

Mr. Carter. I would have to go back and sav again, Congress- 
man Whitley, being that the only change, no, I do not think in the 
long run, I do not think that is going to help the tobacco farmer. I 
think that is going to create the same situation in which he is oper- 
ating now. 

It is going to shift the burden of the operating program from the 
farmer and keep the same system as it is. The whole system 

Mr. WHrrLEY. I agree with you this is not supposed to be a com- 
plete solution. As I understand it, it is not supposed to be a com- 
plete solution. It is supposed to be an effort to nnd some temporary 
funding to tide us over a bad situation. 

Another solution is the supposed buy out. My question to you is, 
if we are going to have the 16 cents tax on cigarettes anyway, if 
you take it as a given, and that tax was a factor for the tobacco 
that went into Stebilization 2 years ago. Now, taking that also as a 
given that it makes no difference to the smoker what the tax is 
used for. If he is going to have to pay it anyway, I suspect that in- 
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creasingly, nationwide, as people see the plight of our farmers in 
aU aspects of the agricultural economy on television, and other- 
wise, that the public will be willing to subsidize the farmers who 
are having such a difficult time. So do you not think in view of all 
that, if we are going to have a 16-cent tax on cigarettes anyway, 
that it wouldn't be unreasonable to earmark a couple of cents out 
of it to try to help the tobacco farmers in this temporary problem? 

Mr. Carter. The people who tell me what to say have told me 
that we do not support the tax increase on the cigarettes. Going 
back to the comments that you made on subsidies, because I am a 
tobacco farmer in my opinion makes me no different than any 
other farmer in the United States; and I think €uiy subsidies I 
might get should come from the same coffers as any other farmer 
in the United States, so if the tax is going to be an excise tax, going 
into the coffers of the Federal Government, it is coniing from the 
same place, other than what excise tax you are making users pay 
that direct cost. 

By the same token, someone else is going to look at that same 
process, and come up with 1,000 other ideas of earmarking funds 
for the support of various commodities in the United States, and I 
really do think that an earmarked excise tax is not the way — 

Mr. Whitley. Well, if an earmarked excise tax is not the way to 
go, and if you assume, the way many witnesses have done today, 
that the Senate bill is not politically valid, then where are we? 

Mr. Carter. We are in a lot of trouble. 

Mr. Rose. Any other comments? 

Mr. Thomas. 

Mr. Thomas of Georgia. Billy, let me ask you something. Coupled 
with all the other changes that Chairman Rose enumerated that 
should be considered, and I am committed to things like getting 
our price competitive; putting any kind of programs, and doing 
anything that would help augment a trend back to quality tobacco, 
and doing everything that we have to do in cooperation, the vari- 
ous members of the tobacco family; what if you had an opportuni- 
ty, and say we passed our proposal, H.R. 2600, we then owned the 
tobacco that was in the pool, and rather than putting that tobacco 
into the trade and selling it by Stabilization, or putting it into the 
flow, what if we offered to sell you as a grower, if we indeed accom- 
plish this, to sell you that allotment in the form of a quota, so you 
could increase the tobacco you are growing on your farm, feeling 
that the program was solid, perhaps, getting some signals to that 
effect, from the various factors, where you could make some long- 
term commitments? How many acres are you growing now? 

Mr. Carter. Fifty-five. 

Mr. Thomas of Georgia. What was the most acreage you grew? 

Mr. Carter. Fifty-five. 

Mr. Thomas of Georgia. Would you be interested in increasing 
your quota? 

Mr. Carter. Sure. 

Mr. Thomas of Georgia. Well, this is one of the kind of myriad of 
things I think would possibly be considered. I would cert£unly want 
to pursue it as a member of this committee, that rather than put 
that tobacco in trade, because that is where that tobacco has gone. 
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At any point, trying to sell it, whether in one lump sum, ot 
whether Stabilization owns it, and, you as a grower are going to be 
competing with that tobacco if it is put back into use. I would 
much rather see a quota put back on the land, under a new set of 
circumstances, where we will not allow a lot of unacceptable tchac- 
CO building up, and causing the problem. 

Mr. Carter. Our association has such an idea that never got a 
whole lot of support, but we feel that you have a good idea. 

Mr. Thomas of Georgia. Well, keep in mind that this is the only 
way it could work. It would not work if you opted for the other pro- 
gram. I hope you think about this very carefully. 

The other thing that concerns me is, you keep talking about this 
as an excise tax. I have sat in a number of hearings where we have 
had a number of hearings about the administration's conversations 
about user fees. They do not want to call anything a tax. 

Now, I can cite you a number of cases where this has been done, 
and so here let us think about this as sort of a user fee. It is being 
put on people using tobacco products, and if it does have the effect 
that I laid out this morning, not only is it on the user, and the 
person manufacturing, you are confining a very controversial crop, 
and I agree with you, I wish tobacco was treated like every other 
commodity on this Hill; but it is not. 

It is an entirely different situation. It is an entirely different sit- 
uation when you have to defend it and work for it on this House 
floor, and in the halls of Congress, and I want you to think, I hope 
you will take them back to your group and think about them. 

I think this is a far more palatable bill to swallow on than going 
back to what we will have to do if we pass the Senate version, 
which is to say to the taxpayers in this country, you are going to 
have to cough up $1 billion so we can keep the tobacco program 
going. I cannot see it going any other way when that program is 
debated. 

Mr. Rose. Thank you, Mr. Carter. 

Our next panel is Mr. Gene Paramore, from Grimesland, NC; 
Mr. Atlas Wooten, Pitt County Farm Bureau Tobacco Advisory 
Committee, from Ovenville, NC; and Mr. Larry Wooten, from 
Currie, NC. 

Glad to have you, gentlemen, and Mr. Paramore, you may pro- 
ceed, sir. 

STATEMENT OF GENE PARAMORE, PRESIDENT, PITT COUNTY 

FARM BUREAU 

Mr. Paramore. Mr. Chairman, my name is Gene Paramore and I 
am a tobacco farmer in Pitt County, which is located in eastern 
North Carolina. I am also president of Pitt County Farm Bureau at 
this time. I am here today to speak on behalf of H.R. 2600. I must 
tell you that the only way I could possibly be here is because I 
have a son who decided 5 years ago that he also wanted to be a 
farmer, and he is back home supervising this year's harvest which 
is now under way. Our tobacco operation consists of 33 acres, split 
18 for me and 15 for my son. 

We have watched in amazement and horror as the No Net Cost 
Program that was enacted in 1982 has carried us from a 3 cents 
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p^ pcMind aasessment to the present 25 cents per pound, while our 
prices received have been frozen, cost of production and imports 
have continued to increase, and inventories in Stabilization have 
escalated during this time. 

We realized from the beginning that this could easily happen if 
for any reason, such as the increased value of the American dollar, 
et cetera. The buyers, be they domestic or foreign, saw fit not to 
purchase virtually all of each year's crop, as the total financial re- 
sponsibility is on the American producer. Therefore, it only seems 
logical to us that as producers of a commodity that contributes bil- 
lions of dollars to our Treasury aimually, we be allowed to use 2 
cents of the existing 16 cents tax to keep our tobacco program 
viable. 

Clearly, thousands of American tobacco farmers' standard of 
living and survival i^ at stake. Now that the courts have cleared 
the way this year for Stabilization to sell tobacco directly to foreign 
makers of cigarettes, it is obvious that a marketing force must ag- 
gressively sell our tobacco and its quality as never before. 

I feel confident that the board of directors of Stabilization will 
see that this responsibility is carried out because I am sure they 
are as aware as we are that the wheels of progress will not go for- 
ward until someone sells something. 

In order to accomplish this, we as producers need a certain 
amount of time and revenues and we have precious little of either. 
Therefore, we feel that a positive vote for H.R. 2600 would assure 
us of a chance to compete and succeed in the figure. Thank you 
very much for your time. 

Mr. Jones of North Carolina. Mr. Chairman, I would like to 
make a suggestion that we recess for 10 minutes, because I would 
like to hear this tesimony. 

Mr. Rangel. The subcommittees will stand in recess for 10 min- 
utes. 

[Recess taken.] 

Mr. Rose. The subcommittees will come to order, please. At this 
time, we will call on Mr. Atlas Wooten, chairman of the Pitt 
County Farm Bureau Advisory Committee for any statement he 
would like to make. 

STATEMENT OF ATLAS WOOTEN, CHAIRMAN, TOBACCO 
ADVISORY COMMITTEE, PITT COUNTY FARM BUREAU 

Mr. A. Wooten. Mr. Chairman, in 1982 Congress ruled that if a 
tobacco quota and price support program was to be continued, it 
must be operated at no cost to the Federal Government except for 
such administrative cost as would be necessary to operate such pro- 
gram. Also, it was determined that the price support for tobacco 
would be frozen at the 1982 price support level for the 1983 and 
1984 crops in order to guarantee a no cost to the Government pro- 
gram. There was to be an assessment per pound which would be 
paid by the producer at the time of sale of his tobacco. 

In 1982 the price support was $1.69 and six-tenths of a cent per 
pound and the assessment was 3 cents per pound, which was 
deemed adequate by past sales experience. However, much more to- 
bacco went into the co-op than was expected and in 1983 the \ 
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ment had to be raised to 7 cents per pound on tobacco fdanted and 
owned by the producer with an additional 7 cents per pound on 
that leased and transferred. Again in 1983 the coop take was 
larger than expected, so the 7 cents remained in efTect for ail to- 
ba<^ sold in 1984. 

At the same time the amount of tobacco going under loan was 
increasing, sales by the co-op were decreasing, which has resutlad 
in Stabilization currently having 535 million pounds oi tobacco 
from the 1982, 1983, and 1984 crop years still in storage. 

Today it appears that if we are going to get back into the markel 
in a meaningful way, we will have to reduce the price support dras- 
tically — possibly as much as 30 cents per pound. If this price-sup- 
port reduction occurs, then it will be impossible for the pnxlucer to 
pay a large assessment and remstin in business. Under no fdaun yet 
suggested for the near future does it appear we will be able to meet 
the requirements of the program without an assessment at some 
level. Thus, it appears we must seek a source of fimds with whidi 
to help pay the cost of the program. 

As much as we regret to suggest a tax upon the product we 
produce, I see no alternative but to request that 2 cents of the cur- 
rent 16 cents Federal tax collected on each pack of cigarettes sold 
be diverted to the No Net Cost Tobacco Fund to help guarantee 
against any loss by the program until we can get the program back 
on a self-supporting basis which I do feel is possible. 

Thank you. 

Mr. Rose. Thank you, Atlas. 

Mr. Larry Wooten. 

STATEMENT OF LARRY WOOTEN, FARMER, PENDER COUNTY, NC 

Mr. L. Wooten. Mr. Chairman, my name is Larry Wooten. I am 
a Flue-cured tobacco producer in western Pender County of North 
Carolina. I appreciate this opportunity to appe€u* before you today. 

My purpose is to convey to you as strongly and sincerely as I 
know how, my support for the House resolution designating a por- 
tion of the Federal cigarette excise tax to go toward repaying CXX! 
loans for tobacco taken in by the various tobacco stabilization coop- 
eratives. 

After months of negotiations and proposals and concessions by 
producers, the Rose bill seems to me to be the best alternative for 
maintaining a workable and viable price support program. The 
sums of money owed by producers for tobacco taken under lo€m are 
staggering, and there is no way that tobacco farmers can continue 
to pay for this program using grower assessments. 

I do not feel that this Congress is in the mood to write off mil- 
lions of taxpayer dollars to salvage the tobacco farmer and his pro- 
gram; nor do I feel that this Congress will sunset 8 cents of the 
present Federal cigarette excise tax on October liiof this year. Ciga- 
rette consumer buying patterns have been set, and the elimination 
of this tax will not, in my opinion, result in a decrease of the retail 
price of a pack of cigarettes. I am asking that you enact legislation 
that will allow a portion of this tax to go to producers, so that we 
may settle our CCC balances and retain possession of the surplus 
tobacco. 
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With the inception of the No Net Cost Tobacco Program in 1982, 
we as growers knew the potential was there for our program to de- 
stroy itself. Since that time, economic concessions made by produc- 
ers have not resulted in more American tobacco beinK purchased 
and utilized by the multinational manufacturers, and I question 
their sincerity and desire to make this program work. 

It always amazes me that every time the problem of surplus to- 
bacco arises and meetings are held by the tobacco industry — farm- 
ers, warehousemen, dealers, and manufacturers — and Government 
officials, after all the points are discussed it ultimately gets back 
that the farmer gets hit in the hip pocket and is asked to take less. 

The millions of dollars realized by local, State, and Federal gov- 
ernments from cigarette taxes and the lucrative profits recdized by 
tobacco companies from the manufacture and sale of cigarettes, in- 
clines me as the producer of the basic, raw tobacco product to de- 
clare that I want and deserve my fair share of the consumer dolktr. 

Mr. Rose. Thank you, Larry Wooten, and thank all of you for 
being here. I would observe that Mr. Paramore and Mr. Atlas 
Wooten, are constituents of Congressman Walter Jones, and I yield 
to him for any comments he would like to make. 

Mr. Jones of North Carolina. Thank you, Mr. Chairman. 

I would like the record to show, as you mentioned earlier this 
morning, that I also contacted the Secretary's office, and talked to 
his secretary, and left what I felt was a very strong message. Ap- 
parently it did not have much effect. As I understand, he has an- 
nounced it would be 170 at the present time. I think I am correct 
in that information. 

I would like to make this general statement, regardless of wheth- 
er it is the Senate bill or Mr. Rose's bill, I do not think there is a 
person on this subcommittee who is not concerned about one thing; 
and that is, if at all possible, tndng to maintain a sane and sensible 
economically sound program, if possible. 

To that end, I dedicate myself, and I would like to further state, 
Mr. Chairman, one of my main concerns that has not been ex- 
pressed here too much today is the fact that we have got to, if at 
all possible, save the Stabilization organization, for without it, you 
have no program. 

So whatever the best means of doing that, that should be done, 
and I admire Mr. Rose for taking the leadership that he has. I do 
not envy him, because I was chairman of that subcommittee for 9 
years. Fortunately, we did not have this sort of problem. 

He accuses me of getting out just in time, of which I plead "nolo 
contendere." 

In any event, Mr. Chairman, I appreciate being able to make 
those remarks and I am sure the committee is of one mind; as well 
as all tobacco representatives, and that is to save the program if at 
all possible. 

Mr. Rose. Let ma ask you gentlemen, who are very familiar with 
the North Carolina Farm Bureau organization and their member- 
ship in North Carolina: Where do you believe the majority of tobac- 
co growers in North Carolina stand, and how do you judge the 
wind so far as support of either of these proposals is concerned? 
And do not just be nice because you are here. Where do jrou see 
concerns and problems with the Senate approach? Where do jrou 
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see support for the Senate approach? We have heard from the to- 
bacco growers organization, and we have heard what they had to 
say. 

I am proud that the farm bureau and your policy, and your to- 
bacco board have been supportive, but what can you say? 

Gene, maybe you want to go first. 

Mr. Paramore. Congressman, the best way I know to answer 
that is to say I hope this is not inappropriate to say, that last, I 
believe it was the 29th of June we asked you to come down to 
Greenville, NC, for a meeting with our producers that we adver- 
tised for the purpose of explaining H.R. 2600 to our producers. 

As you know, we had joint county participation. We had some 
400 people attend the meeting as you are aware. I have yet to have 
the first phone call from the first angry producer; I have yet to be 
hit over the head by producers going down the road, to tell me 
what a lousy position we are taking. 

I have the opposite. Everyone that I have talked to, without ex- 
ception as a producer, has said it is the only answer that they can 
see that will bail you out of the problem that we have with 800 mil- 
lion pounds of tobacco in Stabilization; and I do not know of any 
answer to say if they were so opposed, they would have got in 
touch with me. 

Mr. A. WooTEN. Congressmcm, I thought I mentioned that on our 
advisory committee, we have a member from each county that rep- 
resents the thinking of that county. We try to get that kind of indi- 
vidual. 

We do support H.R. 2600, but we do not totally object to every- 
thing in the Senate bill as many would think. I think you ex- 
plained it very well a while ago when you said that some of the 
things in the Senate bill, combined with some of the things you 
have, we do have objections to some part of the Senate bill. 

I will say there are changes we would like to see in some parts of 
it. But we are not totally no" to the Senate bill. That has never 
been the view of the North Carolina Farm Bureau, and it is not 
now. 

We feel that somewhere with yours, and some parts of that, we 
can make arrangements to work through this thing, certainly the 
price support reduction, I think all of us realize that that is includ- 
ed in both thinking, if not in writing and the bill. We realize that 
we are going to have to follow up with other things such as that. 

But that is the position of the North Carolina Farm Bureau. It is 
not, as many thinks, that we have totally jumped on that Senate 
bill, and kicked it all outdoors. We have not. 

Mr. Rose. I thank you for that. I certainly believe that the main 
problem is that I do not think Congress is going to give $1,200 mil- 
lion to buy tobacco and give it to cigarette companies. 

Mr. A. WooTEN. We feel the same way. 

Mr. Rose. I just do not want anybody to get false hopes about 
that. 

Mr. Whitley. 

Mr. Whitley. I am not personally acquainted with Mr. Atlas 
Wooten, but I am with Larry. I have known Larry Wooten a lot of 
years. I have visited in his home, eaten his wife's cooking, been in 
his barn. Larry was out sweating in a tobacco field yesterday. 
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Two of my constituents have heen here today, just a few minutes 
ago I had a constituent; Bobby Stephenson, from Johnston County, 
who sat right down with me, and I want you to know, Mr. Chair- 
man, these people are dirt farmers. They are not here as officers in 
some organization. They are people whose livelihood depends on 
the tobacco program. I especially commend Larry for his long inter- 
est in this work. 

If you want a real expert, not somebody just reading a statement 
put together by a bunch of lawyers, Larry Wooten is one, and I just 
want you to realize that is the kind of testimony you have here. 

Mr. Rangel. I would like to respond to that by saying that while 
the Committee on Ways and Means really does not try to establish 
or set farm policy, we recognize that we are no stronger than the 
support we get from our colleagues. We have to make certain that 
any type of legislation that we propose to the House will have the 
support of the Members. I can think of no group, other than this 
Subcommittee on Tobacco and Pecmuts, that has concerned us 
more; and I think they will be the first to agree that the Commit- 
tee on Ways and Means, under this chairman, will do all we can do 
to support the farmer who has received more than his or her share 
of bad luck. We believe that we have a responsibility not just to 
raise money, but to protect those people who have really been the 
backbone of this great Nation of ours. This is a very unusual thing 
for the tax-writing committee to be with the Tobacco and Peanuts 
Subcommittee, but we think it is that important, and we value the 
testimony that we receive today. 

Mr. A. Wooten. I would like to say that Mr. Paramore was in 
the field, harvesting tobacco yesterday. We are out there alao. 

Mr. Rose. Our next witness is David Senter. 

STATEMENT OF DAVID SENTER, AMERICAN AGRICULTURE 
MOVEMENT, INC., PRESENTED BY KENT BOYD, VICE CHAIR^ 
MAN, CHRISTIAN COUNTY, HOPKINSVILLE, KY 

Mr. Senter. Mr. Rose, Mr. Rangel, and members of the subcom- 
mittees. We do appreciate the opportunity to appear here today. I 
want to tell you that I am here representing wheat farmers, com, 
cotton, cattle, ranchers, and dairy farmers. 

Standing here beside and supporting tobacco farmers, because as 
never before, it does not matter what commodity you are involved 
in producing; if you are a family farmer, you have problems. 

We are in support of H.R. 2600, and it is my pleasure to present 
corn, soybean, and it is my pleasure to present Mr. Kent Boyd to 
present our testimony. 

Mr. Boyd. Mr. Chairman and members of the subcommittees, my 
name is Kent Boyd from Hopkinsville, KY. I would like to thank 
you for this opportunity to appear before you today in support of 
H.R. 2600, the Tobacco Equalization Act of 1985. 

Tobacco growers currently live under a No Net Cost Tobacco 
Price Support Program which only growers pay for. Cigarette com- 
panies are not currently paying for the program, even though they 
benefit from it. But, they are driving program costs up by import- 
ing large amounts of cheap foreign tobacco and forcing domestic 
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supply into Stabilization stocks. I believe that this bill would cor- 
rect this inequity. 

H.R. 2600 would replace the current producer assessment with a 
variable cigarette excise tax which will go into a Tobacco Equaliza- 
tion Fund. This fund will be used to offset the cost of the program. 

The rate of tax will be adjusted each year to make sure all pro- 
gram costs are repaid. If tobacco companies continue to import 
large amounts of cheap foreign tobacco, the tax will increase. But, 
if they buy more domestic tobacco, the tax will be decreased. 

I wholeheartedly agree with Congressman Rose that the time has 
come for everyone who benefits from the program to participate in 
it. 

The excise tax proposal is a big change from current law, but to- 
bacco farmers cannot continue to pay for a program that is being 
manipulated by cigarette manufacturers who do not have to worry 
about program cost. This bill would make them more responsible 
for program cost and help tobacco sales at the same time. 

lliank you. 

Mr. Rose. Kent, thank you very much. 

David, thank you very much. 

Any comments or questions by the panel? 

Mr. Rangel. I just want to thank you for your testimony. It is 
very informative. Thank you very much. 

Mr. Rose. Our next witness is Mr. Charles Freeman, the presi- 
dent of the United Farmers Organization of Pittsboro, NC, accom- 
panied by Mr. Ernest Jones of Kingstree, SC, and Mr. Leon Crump, 
from Cheraw, SC. 

Gentlemen, go ahead. 

STATEMENT OF CHARLES O. FREEMAN, PRESIDENT, UNITED 
FARMERS ORGANIZATION 

Mr. Freeman. Congressman Rose, and Congressman Rangel, we, 
the members of the United Farmers Organization, on December 13, 
1984, adopted our tobacco proposals on a county level and were 
later approved by the two-State organization. These proposals were 
mailed to the U.S. Congress. 

In section 2 of our proposals, we show that if the tobacco tax 
were increased 2 cents per pack in 1985, it would generate approxi- 
mately $600,000 of additional revenue for the specific purpose of 
funding a Commodity Transition Program. This idea was particu- 
larly appealing because the revenue would not be generated from 
all taxpayers; only those who consume tobacco products. 

We fidso felt the need for this revenue, which would take a tre- 
mendous burden off the tobacco farmer because of the interest and 
production costs and the financial farm crisis facing the tobacco 
farmer of these United States. The value of the U.S. dollar has also 
played a role in this part. 

We, as farmers, feel that we were discriminated upon and treat- 
ed unfairly when the No Net Cost Act of 1982 was introduced and 
passed for us to pay an assessment to support our program when 
the tobacco program is the only self-supporting farm program, and 
g^enerated over $4.65 billion in taxes on 30 billion packs of ciga- 
rettes sold in the United States in 1983, with an increase in 1984. 
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When tobacco companies are buying industry after industry with 
the profit from cigarette sales, the American tobacco farmer or 
family farmer is being lost at a high percentage rate every day to 
large corporations because of his small profit having faded away to 
expenses and high inflation rates. 

We, as tobacco farmers, support this bill, H.R. 2600, to the fullest 
and also would like to see this tax used to reimburse the farmers 
for the assessment that he has paid to the no net cost program. We 
have invested up into the thousands of dollars that we could have 
used to make farm payments, equipment payments, and so forth. 

We support this bill over all buy outs by the companies. We feel 
that the buy out would play a big role in our quota system in the 
future. In this bill, the taxes will be determined by the amount of 
tobacco, that is in Stabilization, and set each year by the Secretary 
of Treasury in December and with a normal buy out that is already 
being done by the domestic company. 

We also understand that the Dairy and Tobacco Adjustment Act 
of 1983, Report No. 98-556, readily gives some solution to the sur- 
plus tobacco problem. The Senate amendment expresses the sense 
of Congress that the Secretary of Agriculture should barter to the 
maximum extent practical under existing provisions of laws» com- 
modities owned by the Commodity Credit Corporation for materi- 
als, goods and equipment in foreign countries. We feel that the 
barter system should take some priority with any proposal that has 
been submitted thus far. 

During our study on this bill, I met with a couple of commission- 
ers down in my county, and expressing the bill to them» and we 
called a little emergency meeting with the county commissioners, 
and adopted a resolution, unanimously supporting H.R. 2600. I 
would like to read this resolution: 

The Robeson County board of county commissioners realize the importance of to- 
bacco as a crop to the farmers of Robeson County and other areas of the country; 
and 

Whereas, the Tobacco Equalization Act of 1985 as proposed in the 1st session of 
the 99th Congress under H.R. 2600 would greatly benefit financially troubled farm- 
ers; and 

Whereas, agriculture as well as some other segments of the economy have had 
their own private recessions, while the economy as a whole has seemingly pros- 
pered; and 

Whereas, the Robeson County bosu-d of commissioners desire to support the pas- 
sage of the Tobacco Equalization Act of 1985; 

Now, therefore, be it resolved that board of commissioners of Robeson County 
hereby endorse and urge the passage by Congress of the Tobacco Equalization Act of 
1985. 

Entered this 12th day of July 1985. Robeson County Board of Commissioners, 
Chairman signator, Sammy Cox. 

I would like to give you the original copy. 

Mr. Rose. Thank you, sir. - 

We will now hear from Mr. Crump. 

Mr. Crump, you are from Cheraw, SC, and you may proceed, sir. 
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STATEMENT OF ERNEST JONES, WILLIAMSBURG CHAPTER, 
UNITED FARMERS ORGANIZATION, PRESENTED BY LEON 
CRUMP, CHERAW, SC 

Mr. Crump. My name is Leon Crump, and I am here in place of 
Mr. Ernest Jones, who took sick yesterday morning, who lives in 
Kingstree; who has been farming tobacco all his life. 

I know you all know tobacco is the No. 1 crop in South Carolina, 
making up 19 percent of the State's cash receipts. The 10 top tobac- 
co producing counties are: Horry, Florence, Williamsburg, Marion, 
Dillon, Darlington, Clarendon, Sumter, Lee, and Marlboro. In 1975 
there were 90,000 acres of tobacco being grown in South Carolina. 
In 10 years it dropped almost half, to 44,000 in 1985. 

In 1953, 60 percent of the U.S. Flue-cured tobacco was in Ameri- 
can-made cigarettes. By 1983 it had dropped to 35 percent; 65 per- 
cent of the tobacco used in cigarettes comes from foreign countries, 
wouldn't it be better for this amount, 65 percent, to be bought from 
the American farmer? 

In addition to this problem, we are faced with rising production 
cost and uncertain weather conditions. Fertilizer costs $200 per ton. 
It costs 25 cents to sell the tobacco and 25 cents to lease it. It could 
even cost more than that if you are foolish enough to pay it. It cost 
$350 to harvest it and put it in the bam and $200 for curing. All 
this is not counting the farmer's labor. 

Traditionally, tobacco has been the backbone crop for farmers. It 
was the only crop that enabled farmers to pay some money on 
their debt. In our area, it was called "the backbone crop." 

The chemicals for tobacco, MH30 for suckers, cost $5.75 per 

fallon which only covers an acre and a half. Poison for worms cost 
30 a gallon. 

It does not seem fair for the farmer to have so much expense and 
only be able to take what he is offered for his crop, especially when 
the cost of production continues to rise. On Monday, we were hit 
with a hail storm that took 3 and 4 leaves from our plants. That 
cut down our yield. One farmer was treated at the hospital for high 
blood pressure because of this. 

We feel realistically a tobacco farmer needs to receive $2.50 per 
pound to make a profit. Farmers were able to grow tobacco on a 
small acreage and support their families. We are no longer able to 
do this. That is why we are here today. 

The United Farmers Organization, representing approximately 
2,500 farmers in North and South Carolina urges you to support 
Congressman Charlie Rose's tobacco bill, H.R. 2600. 

In January, we wrote and urged you to promote a tobacco pro- 
gram that would be healthy for family-size tobacco farmers. We 
asked you to eliminate assessment charges for farmers because 
that cost pushes us over the edge into the red. We asked you to 
require the tobacco companies to carry some of the cost burdens 
and to invest in the U.S. tobacco crop. 

Congressman Rose's bill does both of these things. It has the 
companies assuming the cost of the No Net Program by pajring 2 
cents excise tax. This tax would go up or down depending on how 
much tobacco is in storage, thus providing an incentive for the 
companies to buy American. 
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The alternative proposal is to have the companies purchase the 
tobacco in Stabilization storage at a reduced rate and, in exchange 
the farmer takes further price support cuts. This will not work for 
the family farmers. It will only give the companies a large supply 
of cheap tobacco and give us no guarantee that our future crops 
will be purchased. 

We urge you to support a program which will enable us to oper- 
ate at a profit, keep our families on the land and continue to con- 
tribute to the local economies of both States. We ask you, will you 
support H.R. 2600? 

We must remember, like 11 Timothy 2:6, "It is hard working 
farmers who ought to have the first share of the crops." 

For Family Farms, Ernest Jones, United Farmers Organization, 
Williamsburg Chapter. 

Thank you. 

Mr. Rose. Thank you. Excellent statement. 

Mr. Rangel. Very moving testimony, Mr. Crump. 

Mr. Rose. Do you farm, Mr. Cnmip? 

Mr. Crump. My brother and I do, vegetables and hogs. 

Mr. Rose. Mr. Freeman, and Mr. Crump, tell Mr. Ernest Jones 
we appreciate his testimony. We thank you all for being here. 

Mr. Jones. 

Mr. Jones of North Carolina. Did your organization take a posi- 
tion that in the event Mr. Rose's bill would not be included in the 
pre-16-cent tax, but would be included in the additional 2-cent tax? 

Mr. Freeman. We discussed that in our meetings. We resdize 
that had the 8-cent tax, supposed to come off the 1st of October— 
we had the feeling that it was the possibility that it might stay on. 
We are supporting his bill of 2 cents, if it is possible. 

Mr. Jones of North Carolina. In other words, the 2 cents, even if 
it is an additional 2 cents? 

Mr. Freeman. Yes, sir. We are supporting it all the way. 

Mr. Rose. Gentlemen, thank you very much. 

We will recess now to go vote and we will come back to hear Mr. 
Matthew Myers, and the Coalition on Smoking and Health. 

[Recess t^d^en.] 

Mr. Rose. The subcommittees will please come to order. 

I wanted to thank the witnesses and our guests for their patience 
today. We apologize for the disruption that occurs every time we 
have a vote, but that is the nature of our work here. 

That is why we chose this committee room here, rather than in 
another building. Unfortunately, this room is just too small. 

At this time we are very happy to have representing the Coali- 
tion on Smoking OR Health, Mr. Matthew Myers, staff director of 
the coalition. I think it goes without saying that Mr. Myers and his 
coalition have a little different view about the tobacco industry 
than most of us who work with tobacco growers do; but every now 
and then we find ourselves sharing opinions, and we look forward 
to what Mr. Myers has to say to us today. 

STATEMENT OF MATTHEW L. MYERS, STAFF DIRECTOR, 
COALITION ON SMOKING OR HEALTH 

Mr. Myers. Thank you, Mr. Chairman, Mr. Cooper. 
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Mr. Chairman and members of both subcommittees, my name is 
Matthew L. Myers. I am the staff director of the Coalition on 
Smoking OR Health, an organization formed by the American 
Lung Association, the American Cancer Society, and the American 
Heart Association and backed by many of this Nation's leading pri- 
vate health, education and youth leadership organizations. 

The coalition was created to bring to the attention of legislators 
and other governmental officials smoking prevention and education 
issues. On behalf of the Coalition on Smoking OR Health and its 
member organizations, I want to thank you for the opportunity to 
express our views about the merits of H.R. 2600. 

From its inception, the coalition has expressed its strong opposi- 
tion to the inconsistency of the Federal Government's policies 
which, on the one hand, acknowledge that cigarette smoking is the 
single most preventable cause of death in the United States but, on 
the other hand, provide Federal assistance and tax dollars to sup- 
port the growth of tobacco. Therefore, the coalition has endorsed 
the goal of legislation designed to eliminate the expenditure of Fed- 
eral funds to support the growth of tobacco, a position to which we 
remsdn committed today. 

From the viewpoint of the health community, it is the expendi- 
ture of general taxpayer dollars to support the growth of a crop 
which has been condemned by every Surgeon General since 1964 as 
a major health hazard which has made the Tobacco Price Support 
Program so politically controversial and so vulnerable. 

The Tobacco Price Support Program must be looked at in the 
context of the health hazards of cigarette smoking. Last year, over 
350,000 people in the United States died from smoking-related dis- 
eases. Every day approximately 1,000 Americans die as the direct 
result of their smoking addiction. 

Cigarette smoking is by far the major cause of lung cancer, a 
major cause of cancer of the larynx, oral cavity and esophagus, and 
a significant contributory factor for the development of cancers of 
the bladder, pancreas, and kidney. Smoking is a major cause of and 
one of the three most important risk factors for coronary heart dis- 
ease. No other risk factor is more important. 

Smoking is also the major cause of both emphysema and chronic 
bronchitis and smoking during pregnancy increases the risk of both 
prenatal death and spontaneous abortion. More recently, scientific 
evidence has demonstrated that smoking is more than a bad habit, 
it is an addiction and drug dependence more widespread and more 
harmful than all of the illegal drugs about which so much concern 
has been expressed. 

The coalition has consistently opposed legislative efforts to con- 
tinue the expenditure of Federal taxpayer dollars to promote the 
growth of tobacco. Nonetheless, the coalition has also expressed its 
concern about the economic welfare of the tobacco farmer and the 
need for Congress and the public to carefully consider the welfare 
of the tobacco farmer as it debates how best to address both the 
agricultural-issues posed by the growth of tobacco and the health- 
related issues posed by the known harmful effects of cigarette 
smoking. 

The tobacco farmer is not the enemy of the health community. 
The enemies of the health community are cigarettes and their 
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harmful effect. In the long term, decreased consumption of ciga- 
rettes through increased educational awareness on the part of ^e 
American public about the health hazards of smoking will lead to 
the need for substantially less tobacco in this country. 

However, for the last 5 years and for the foreseeable future, the 
msgor enemy of the tobacco farmer is the nuyor multinational ciga- 
rette manufacturers who have elected to inflate their profits by 
their increasing use of foreign-grown tobacco, much of which is 
raised without the pesticide and other health restrictions impoBed 
on the American tobacco farmer. 

The problems now facing the American tobacco farmer are a 
direct result of the decision of these manufacturers to import an 
ever-increasing amount of foreign-grown tobacco rather than the 
decreases in consumption which have occurred as a result of the 
health community's educational efforts. 

The reality is that cigarette consumption in this country could 
drop by an additional 30 percent without harming tobacco growers 
if the major cigarette manufacturers purchased their tobacco in the 
United States rather than abroad. 

With the amendments which I shall discuss shortly, H.R. 2600 
represents the first creative, innovative approach to resolving the 
concerns expressed by the health community in a manner which 
helps tobacco farmers and provides them with some protection 
against the unfair increased reliance by the msgor cig£urette manu- 
facturers on foreign-grown tobacco. 

As drafted, H.R. 2600 will transfer the financial responsibility for 
the Tobacco Price Support Program from the tobacco growers to 
the tobacco users by imposing this small user fee on those consum- 
ers who smoke. While it is inappropriate to fund the Tobacco Price 
Support Program through general revenues, we find nothing objec- 
tionable about requiring those who use tobacco products to fund 
the Tobacco Price Support Program through the proposed user fee 
as long as it is clear that no other Federal revenues will be used to 
support the cost of the Tobacco Price Support Program, and as long 
as it is clear that the funds used for this purpose do not otherwise 
detract from the efforts of the Federal Government to use the ciga- 
rette excise tax to reduce the staggering budget deficits or meet the 
other health-related needs currently facing our Nation. 

We are pleased to see this effort to balance the interests of the 
health community and the tobacco farmer. However, certain 
amendments to this legislation are necessary to ensure that it pro- 
vides maximum benefit to the tobacco farmer in a manner that is 
consistent with the overall health goals of the Federal Govern- 
ment. 

First, this legislation repeals two critical provisions of the No 
Net Cost Tobacco Act of 1982. As you are well aware, in enacting 
that legislation. Congress stated that it was its intent that the To- 
bacco Price Support Program should be carried out in such a 
manner as to result in no net cost to the taxpayer other than cer- 
tain enumerated expenses. It is essential that this legislation in- 
clude as its goal a similar statement that the Tobacco Price Sup- 
port Program as amended should operate at no net cost to the non- 
smoking taxpayer or the General Treasury. 
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Second, by creating an alternate funding mechanism, this l^isla- 
tion provides the opportunity to insulate the Tobacco Price Support 
Program against the political controversy and vulnerability to 
which it has been subjected in recent years. In order to carry out 
that goal, the legislation should be amended to fully fund all as- 
pects of the Tobacco Price Support Program from the proposed To- 
Dacco Equalization Trust Fund. 

Obviously, this should include all expenditures currently paid 
out of the No Net Cost Tobacco Fimd, including these expenditures 
for loans intended to cover overhead costs of the producer-owned 
cooperative marketing associations which enter into loan agree- 
ments with the Commodity Credit Corporation to make price sup- 
port available to producers. It also should cover all interest-related 
costs incurred by the Federal Government as well as all adminis- 
trative costs incurred by the Federal Government in operating the 
program. 

Both types of costs were cited by the Comptroller General of the 
United States in his April 1982 report to Congress on the tobacco 
program, and both have been the subject of substantial criticism in 
recent years. Unless these remaining costs currents being in- 
curred by the taxpayer are included in the Tobacco Equalization 
Trust Fund, H.R. 2600 does not eliminate the concern of many 
Members of Congress and the health community about the contin- 
ued expenditure of general revenue funds to support the growth of 
tobacco. 

Third, H.R. 2600 only applies to losses sustained after December 
31, 1985. The legislation should be amended to apply to all losses 
sustained after the date of enactment and all losses incurred subse- 
quent to the enactment of the No Net Cost Tobacco Act of 1982 for 
which an adequate amount of funds have not been collected from 
producer assessments. 

This amendment is necessary to avoid the risk that substantial 
additional losses will be incurred as a result of decisions by the De- 
partment of Agriculture to permit cigarette manufacturers to pur- 
chase tobacco already in storage at prices discounted substantially 
below the loan support price. Current estimates of these potential 
losses during this calendar year alone exceed $100 million and may 
be substantmlly higher. This loophole must be closed. 

Fourth, H.R. 2600 provides that the Tobacco Equalization Trust 
Fimd shall reimburse the Commodity Credit Corporation for the 
amoimt of "net realized losses." The No Net Cost Tobacco Act of 
1982 provided for both realized losses and losses likely to be in- 
curred in the coming year. To the extent possible, the Tobacco 
Equalization Trust Fund also should be funded to cover the costs of 
expected losses so that the Treasury need not borrow those funds 
while it waits to be reimbursed by next year's tax. 

Finally, over the past decade the number of tobacco farmers and 
the size of the overall tobacco quota under the tobacco price sup- 
port system have decreased markedly. Many tobacco farmers have 
Deen squeezed out of business by the impact of the flood of import- 
ed tobacco. At the same time, there has been increasing concern 
about the health hazards of smoking. The health community would 
like to provide as many tobacco farmers as possible who wish to do 
so with the opportunity to switch to growing alternative crops. 



Digitized by 



Google 



82 

The Tobacco Equalization Trust Fund created by H.R. 2600 pro- 
vides an opportunity to create a fund which could be made avail- 
able to toracco farmers who for business or other purposes elect 
voluntarilv to stop growing tobacco and to begin growing other 
crops on their land. 

We urge that this bill be amended to provide that one of the 
users of the Tobacco Equalization Trust Fund be to assist those to- 
bacco farmers to make the transition to other crops by either pro- 
viding them with direct grants or interest free loans to cover their 
losses in income during the transition period and their possible 
need to purchase different farm equipment. I want to stress that 
under this proposal no farmer would be required to stop growing 
tobacco, but those who elect to do so would be provided with Feder- 
al assistance for a specified period of time. 

In conclusion, for several years the Coalition on Smoking OR 
Health has been saying that the issue, as we see it, is not whether 
F^eral funding for the Tobacco Price Support Program should be 
ended, but how best can this task be accomplished fairly without 
unduly harming the economic welfare of the tobacco farmer and 
without unduly burdening the American taxpayer. 

The user fee proposed by this legislation represents an option 
which merits serious consideration and which represents the first 
innovative approach to this problem proposed by representatives of 
tobacco farmers. Unlike S. 1418, recently introduced in the U.S. 
Senate, H.R. 2600 will not impose an additional burden on the non- 
smoking American taxpayer and is designed primarily to benefit 
the tobacco farmer rather than the cigarette manufacturer. 

If the proposed amendments that we have suggested today are 
adopted, the Coalition on Smoking OR Health believes that H.R. 
2600 may have the unique capability of eliminating the health 
community's concern about the expenditure of general Federal rev- 
enues to support the growth of tobacco, while providing tobacco 
farmers with a system for funding the Tobacco Price Support Pro- 
gram both that takes into account their current needs and provides 
them with the opportunity to make an orderly transition to the 
growth of products which can help to clothe and feed consumers, 
not kiU them. 

We look forward to working with you to ensure that the concerns 
and opportunities posed by this legislation are fully and fairly con- 
sidered. 

We will be happy to answer any questions that you may have. 

Mr. Rose. Matthew Myers, I appreciate that statement very 
much, and I think the record should show that I certainly feel that 
you are a very perceptive leader of the coalition when you perceive 
that as now the interest of cigarette manufacturers and tobacco 
growers are not alwa]^ the same, and that the grower is in a prd^ 
lem condition, and is in need of help, and that the enemy of tibose 
who oppose smoking is not the tobacco grower. 

I think you have given us a real blueprint of political reality 
here, and I am just very proud of what you said. I think we can 
work together to achieve the goals that you have expressed in some 
of the things that you would Uke to see done. 

Joe Califano, when he was Secretary of Health, Education, and 
Welfare, understood that whether or not you have a tobacco price 
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support program does not affect whether somebody smokes or not, 
and that cigarettes are gomg to be manufactured in this country as 
long as they are legal for the companies to make them, and that 
our program as we have constructed it, keeps that production hope- 
fully in the hands of American growers, and I just thank you and 
all the members of your organization for moving this close toward 
an understanding of just what we face. 

Mr. Rangel. I just wanted to join you in thanking Mr. Myers for 
his leadership and especially for his testimony. As a matter of fact, 
beforeyou t^tified I wished I had read your testimony and shared 
with Chairman Rose the fact that I appreciate getting this type of 
testimony. 

You mentioned Joe Califano. I do not think it would serve any 
useful purpose for me to point out that after smoking for 35 years, 
today I am a reformed smoker. I stopped last year. I oppose excise 
taxes because it normally hits hardest those in our society who can 
least afford to pay them. I have always had a commitment to the 
small farmer who is trying to make a living like everybody else; 
whatever that crop may be. While serving on the Subcommittee on 
Health of the Committee on Ways and Means, I had a look at what 
we can do to educate and prevent harmful disease. 

It seems to me that your coalition has a sensitivity to all of those 
issues, and for all of those reasons, I am glad that you gave this 
testimony. 

Mr. Myers. Thank you, Mr. Chairman. 

Mr. Rose. Mr. Hopkins. 

Mr. Hopkins. Mr. Chairman, let me say I have a couple of ques- 
tions for Mr. Myers in a moment. I very frankly am not quite as 
anxious to embrace you and give you the secret handshake of our 
organization, those of us who have supported tobacco over the 
years. 

This is a new thrust by you and your organization, which I must 
question, frankly. Before I get to that, let me say to Chairman 
Rangel that as a member of this subcommittee, I appreciate, Char- 
lie, your patience for a long, long time, and your very helpful, coop- 
eration with those of us who support the tobacco farmer. I appreci- 
ate your subcommittee joining Chairman Rose today, and looking 
at his legislation. 

We find ourselves basically in this dilemma. There are three op- 
tions currently available. One would be to do nothing. To do noth- 
ing, in my opinion, is the worst of the three options. In the case of 
hurley tobacco, there are those who feel that to do nothing would 
lead to a 50-cent assessment next year. That would be, in my opin- 
ion, disaster for the tobacco farmer; and would cause the downfall 
of the program that has been going on for some 50 years; so clearly 
that is not an option. 

The second option, of course, is the chairman's bill, and the third 
option the plan from the Senate. Several months ago we started 
weaving the fabric to try to sustain this program, and I asked the 
KentucKy Farm Bureau, the Burley Farmers Advisory Council, and 
the Burley Tobacco Growers Cooperative Association of my home 
State in Kentucky, to help come up with a plan that they felt 
would sustain the tobacco program over a long period of time. 
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They have opted to support, and have helped to craft, if you will, 
the Senate proposal, which I currently support. I want to be very 
careful today, not to be critical of my friend s bill, Charlie Rose, be- 
cause ultimately I may support that bill or a combination of that 
bill, in an effort to keep from getting to option one, and that is of 
doing nothing. 

The Senate bill is not without flaw; nor is this bill. It is not per- 
fect. I do not think that Mr. Rose is telling us that this is going to 
be the 11th Commandment, if you will; and I would like to be help- 
ful to put something together that will sustain the tobacco pro- 
gram, but I must say that today I find myself somewhat pu^ed 
and concerned about the appearance of this witness in support of 
the proposal by my friend, Mr. Rose. 

My experience over the last 7 years, has been that this group has 
tried to kill the tobacco program. Their aim has been clear; and 
you do not have to look farther than their logo, frankly, to see that 
they want to deny Americans the choice of whether to smoke or 
not. 

And if they are successful, of course, they would put our tobacco 
farmers out of business. On January 10 of this year, this organiza- 
tion proposed that a 32 cent tax be levied on every pack of ciga- 
rettes. Obviously, their motive then was to tax our tobacco farmers 
out of business. 

June 20, Mr. Chairman, before the Ways and Means Committee, 
this organization said on page 5 of its testimony, "I have estimated 
that a reimbursement for all these costs would require an increase 
in the cigarette tax to $3 a pack." 

Mr. Myers, let me ask you, as a witness of the coalition, does the 
coalition continue to support a 32 cent excise tax, and whether 
they are supporting this bill because they feel it is the best way to 
accomplish their goal of killing the tobacco program? 

Mr. Myers. The answers to your questions and your comments, 
let me address each of them for you. I would be happy to. 

One, yes. The coalition does support a 32 cent excise tax. You 
have correctly represented our view, because we believe it is an ex- 
traordinarily good way, both to deal with the Federal deficit, help 
address some of the health care costs attributable to smoking, and 
to discourage some of our Nation's youngest peoi^e who are not yet 
addicted from taking up the habit. 

Two, no. The 32 cent tax position and our position on this bill is 
unrelated. From this point of view this bill, taken by itself with the 
constraints that I discussed, represents the first reasonable alterna- 
tive we have heard to help assist tobacco farmers, and help address 
some of the many problems which you have historically raised 
about the tobacco price support program. 

Three, our views today are not inconsistent with our views in the 
past. What is different is the nature of the proposal before us 
today, and we think that that is important. We have said before 
that we were concerned about the welfare of the tobacco farmer. 
We never previously thought that we had a proposal before us that 
both addressed those concerns and dealt with some of our major 
concerns. 

We think this is headed in the right direction. 
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Four, it is not our goal to deny anyone the right of freedom of 
choice to use tobacco. It is our goal to help educate the American 
public in such a way so that people will voluntarily, on their own, 
recognizing the health risks of smoking, choose not to do that. 

At the same time, we hope that certain taxing policies and other 
policies of this Government, help young people, who are most sus- 
ceptible of advertising and other inducements to smoke, to make 
what we think is a rational, long-term health choice; and even a 
good economic choice in that the data shows that the increased tax 
will not result in them not smoking fewer cigarettes, but not smok- 
ing, and paying the tax. 

Mr. Hopkins. Has your organization changed its position, Mr. 
Myers? Do you now favor continuing some Federal support pro- 
gram for tobacco? 

Mr. Myers. What we said earlier, and which we think is consist- 
ent to our ongoing program, we are opposed to support prices for 
tobacco. As we have said before. We do not find objectionable to 
what we term to be a user fee, of those people who use the particu- 
lar product to support the program in some facet, as we have laid 
out in our testimony. 

Mr. Hopkins. You do not see this user fee to be coming from gen- 
eral funds? 

Mr. Myers. As we said today, as long as these funds do not de- 
tract from the efforts to reduce the Federal deficit to an offset 
health care cost, then a 2-cent tax that is imposed specifically to 
fund the program, is not otherwise objectionable. It is not taking 
away from General Treasury funds; it is not making nonsmokers 
pay for a crop which they do not use. 

Mr. Hopkins. So your organization's position is that the farmers 
can grow as much tobacco as they want to; they just cannot smoke 
it. Is that it? 

Mr. Myers. I said to you, our position is that we would not pro- 
hibit anybody from smoking. Our position is that tobacco is this 
country's No. 1 health problem, and we would hope through educa- 
tion, people becoming informed voluntarily choose not to smoke, 
and it is our position today, that as long as people do smoke, as 
long as cigarettes are going to be a product that are to be used in 
this coimtry, we would rather see the tobacco in those cigarettes be 
erown in America, where we have pesticide provisions that would 
nirther enhance their safety and other things. 

Mr. Hopkins. I have to be very candid with you, and tell you in 
my view, I am suspicious of your motives, based on the historical 
past. 

Will you support this bill if it reaches the floor of the House of 
Representatives? 

Mr. Myers. As I indicated in my testimony, subject to the con- 
cerns and provisos we have raised in our testimony, if it reaches 
the House of Representatives, we will not object to this bill. 

Mr. Rose. Thank you. 

Mr. Hopkins, I didn't expect you to be real excited about his tes- 
timony. [Laughter.] 

I want to tell you I anticipated your reaction, because I did not 
think that Mr. Myers support and his organization's support would 



Digitized by 



Google 



86 

bring me any votes from people like you, you understand. I know 
where you are coming from, and I appreciate that. 

Mr. Myers. May I also make an offer? I would like to have the 
opportunity, in working with you, to address that skepticism. I be- 
lieve if you work with our organizations you will find that they are 
organizations who are good to their word, and honorable people. 
And we would welcome that opportunity. 

Mr. Hopkins. Our side speaks in favor of that, and I am sure I 
speak for the chairman on that. 

Mr. Rose. I found them to do what they said they would do, and 
they represent honorable, well-meaning individuals and organiza- 
tions. But this kind of a statement helps this legislative approach 
with a group of people in the House of Representatives that you 
and I have not been communicating with about the tobacco pro- 
gram. I share your concern about a 32-cent cigarette tax. I am not 
going to support it; you are not going to. 

I want people to have the free right to smoke, and his organiza- 
tion, I think, has the right to warn the American people about 
whatever they think the facts may be. This is a strange alliance 
that we are talking about, working out here today. 

Mr. Rangel. Mr. Chairman, I hope you do not make it too stren- 
uous. [Laughter.] 

Because of the fact that I have learned the hard way about the 
dangers of smoking, in no way has it taken away any commitment 
from the small farmer, many of whom are in my family in Virgin- 
ia. And so we can say that if you are going to smoke, my Grod, do 
not go to the Arabs, go to the man in Virginia, Kentucky, or Ten- 
nessee; but think about it before you do it. 

Now, I have a problem with my kids with it. And, like Mr. Myers 
said, if he has to go for something, I would rather get hold of a 
farmer and ask him for that stuff^ rather than going overseas. I 
thought, notwithstanding the conflict and objectives as it relates to 
this issue, there is a compatibility, and I have no problem defend- 
ing myself with the heart specialist, or your organization in the 
Committee on Ways and Means, in saying that a vital part of our 
economy is based on how the farmers are doing. I am not prepared 
to separate the tobacco farmers from the other t3rpe of farmers. We 
have to raise some money. If the smokers pay for it, you can call it 
user fees, you can call it taxes, but we are going to raise some 
money. 

You people have to come up with the policy that the Ways and 
Means Committee would be most compatible with. 

Mr. Rose. Thank you, Mr. Chairman. 

Thank you very much. 

Mr. Myers. Thank you, Mr. Chairman. 

Mr. Rose. The next witnesses are a panel of two professors from 
North Carolina State University. First is Dr. William Douglas 
Toussaint, extension economist. North Carolina State University. 

The next witness, accompanying him, is Prof. Randy Rucker, 
from the Department of Economics of North Carolina State Univer- 
sity, Raleigh, NC. Professor Rucker is testifying in behalf of the To- 
bacco Institute. 

Mr. Jones. 
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Mr. Jones of North Carolina. Mr. Chairman, I would like the 
record to show that I am the only North Carolina State graduate in 
the U.S. Congress. 

STATEMENT OF WILLIAM DOUGLAS TOUSSAINT, PROFESSOR, EC- 
GNOMICS AND BUSINESS, NORTH CAROLINA STATE UNIVERSI- 
TY 

Mr. ToussAiNT. My comments are restricted to the potential ef- 
fects of H.R. 2600, the Tobacco Equalization Act of 1985. I would 
like to discuss the income accruing as a result of this bill and the 
potential effects on disappearance, or consumption of Flue-cured 
and burley tobaccos produced in the United States. 

To examine these effects, let us take an example. A 2-cent-per- 
pack tax on cigarettes at the present level of consumption would 
yield about $550 million per year. At the 1984 rates of disappear- 
ance of Flue-cured and burley tobaccos — 910 and 540 million 
pounds, respectively — this is equivalent to the amount that would 
be generated by an assessment of about 38 cents per pound on both 
Flue-cured and burley producers. Once the present problems with 
storage stocks are resolved, an annual amount of money equivalent 
to about 5 cents per pound; just over one-fourth of a cent per pack, 
should be adequate. 

The amount of money produced by a 2-cent-per-pack tax should 
be adequate to cover potential losses in the no net cost fund if the 
tax is kept at that level for 1 to perhaps 3 years. The exact time 
that the level of assessment would be needed is impossible to pre- 
dict, because it depends on other changes in the program and the 
degree to which quota is kept low enough for existing stocks to be 
reduced to manageable levels. 

The second issue relates to expected effects of the 2-cent tax on 
consumption of cigarettes and, thus, on domestic consumption of 
burley and Flue-cured tobacco produced in this country. 

Wholesale filter tip cigarette prices increased from $20.20 per 
1,000 in September 1981 to 30.15 per 1,000 in June 1984. There 
were four announced wholesale price increases in 1982, the year 
prior to imposition of the second 8 cents per pack, or $4 per 1,000 
tax increase as of January 1983. Thus, I have looked at two recent 
periods to estimate the effects of the tax. 

In the 6-year period of 1975 to 1981, cigarette consumption per 
person 18 years old or over decreased by 283 cigarettes or by 47 
cigarettes per year. Real or deflated cigarette prices fell during this 
period, so it would seem to be conservative to estimate that the 47 
cigarettes per year decrease was due largely to smoking and health 
issues. 

From September 1981 to June 1984, the real wholesale price — de- 
flated by the Consumer Price Index — increased $2.40 per 1,000, or 
33 percent. The real wholesale price, excluding Federal tax, in- 
creased $1.20 per 1,000, or by 20 percent. Thus, the increase in the 
real price was one-half tax and one-half increase in wholesale price 
excluding tax. 

Per capita consumption during the 3-year period from 1981 to 
1984 decreased by 386, 129 per year, cigarettes. If we assume and 
adjust for a continuation of the previous trend decrease of 47 ciga- 
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rettes per year, consumption decreased 246 cigarettes per person 
because of real price changes during this period. 

Probably oversimplifying the issue a bit, this implies that a 33- 
percent increase in real price was accompanied by a 6.4-percent de- 
crease in per capita consumption. This suggests that a 1 percent 
change in real price would be expected to decrease domestic con- 
sumption by about two-tenths of 1 percent. 

What does this imply for future effects of a 2-cent tax? A 2-cent 
tax is about 3 percent of the present wholesale price of cigarettes. 
That increase alone would be expected to decrease domestic con- 
sumption of hurley and Flue-cured tobaccos by about 0.6 percent, 
or by about 5 million pounds annually — 0.6 percent of 800 million 
pounds annual domestic use. But, wholesale and retail prices in the 
last 3 years have gone up more than the amount of the tax in- 
crease. As noted earlier, the real wholesale price rose twice as 
much as the real tax increase from 1981 to 1984. 

Thus, whol^ale prices might be expected to increase by up to 6 
percent with a tax increase of 2 cents. This large a change would 
imply a decrease in consumption of about 10 million pounds. Thus, 
my estimate is that domestic consumption would be expected to 
drop by from 5 to 10 million pounds or by between 0.4 and 0.8 per- 
cent of the 1984 disappearance of hurley and Flue-cured together. 

Growers would find their gross incomes from tobacco reduced by 
between $10 and $20 million as a result of the 2-cent increase. 
Their net incomes, of course, would be decreased much less than 
this. 

[The attachments follow:] 
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TABLE 1. Wholasala Flltar Tip Clgaratta Prlcas* 









Net price 


DATE 


Net price 


excl. Fed. Tax 




(dollars 


^/1000) 




Sf^ptember 1981 


20.20 




16.20 


February 1982 


21.20 




17.20 


August/September 1982 22.70 




18.70 


October 1982 


24.20 




20.20 


November 1982 


25.20 




21.20 


January 1983 


26.90 




18.90 


June 1983 


28.40 




20.40 


December 1983 


29. 15 




21.15 


June 1984 


30. 15 




22.15 


December 1984 


31.15 




23. 15 



♦Source: Tobacco Outlook and Situation Report, USDA, March 
1985, p. 7. 
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TABLE 2. Whol«s«l« Prices D«flat«d by Consumer Price Index 



DATE 


CPI 


Price 
Actual I Deflated 


Price exc. tax 
Actual ! Deflated 








(dollars/ 1000) 




3«n>tember 1981 


276 


20.20 


7.30 


16.20 


5.90 


June 1984 


311 


30.13 


9.70 


22.15 


7. 10 • : 


Change 




+9.95 


+2.40 


+5.95 


+1.20 i 


v. Change 







+33-/. 




+207. 
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TABLE 3. Pmr Capita (18 y«arm and ov«r) consumption of cigar«tt«s* 



Y«ar 


Number 






1975 


4, 123— 


-- 1 




1976 


4,092 




6 years: a decrease 


1977 


4,051 




o-f 283 (47/yr.) 


1978 


3,967 






1979 


3,861 




. 


1980 


3,851 






1981 


T aA^i»_ 






•2>f o*tWi;z 


zz: 


' 


1982 


3,746 




3 yrs. 1 a decrease 


1983 


3,494 




o-f 386 (129/yr.) 


1984 


3,454— 


— i 



••Source: Tobacco Outlook and Situation Report, USDA, March 
1985, p. 6 
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Mr. Rose. Professor Rucker. 

STATEMENT OF RANDY RUCKER, ASSISTANT PROFESSOR, DE- 
PARTMENT OF ECONOMICS AND BUSINESS, NORTH CAROLINA 
STATE UNIVERSITY 

Mr. Rucker. Mr. Chairman, members of the subcommittees. I am 
an assistant professor in the department of economics and business 
at North Carolina State University. 

Before presenting my testimony, I would like to make two brief 
statements. First, the remarks thisit follow represent my views and 
€u-e not to be construed as to represent the position of the departr 
ment of economics at N.C. State. 

Second, to this point in my career, I have not specifically con- 
ducted academic research on the tobacco program. I will therefore 
limit my comments on the proposed legislation to the general issue 
of the effects of earmarking as specified in H.R. 2600. 

Mr. Rose. Could we ask that you summarize your statement. We 
put you down the way we did, because when you talked to my staff, 
you indicated that you were testifying at the request of the Tobacco 
Institute. 

Mr. Rucker. That is correct. 

Mr. Rangel. Well, Professor, who would your testimony repre- 
sent? It does not represent 

Mr. Rucker. It represents my own. It may be consistent with the 
views of the Tobacco Institute, but it is certainly my own testi- 
mony. That is the point I am trying to make. 

Mr. Rangel. And it is disassociated from the North Carolina 
State University as well? 

Mr. Rucker. That is correct. 

For the most part, I will follow my written testimony, but in the 
interest of brevity, I will skip a few passages that are not essential 
to the points I am making. 

We are assembled here today to consider a bill introduced by Mr. 
Rose, the Tobacco Equalization Act of 1985, that proposes to levy a 
new excise tax on cigarettes, and earmark the revenue so raised for 
the proposed Tobacco Equalization Trust Fund. Distributions from 
this fund are to be made by the Commodity Credit Corporation for 
the purpose of making up losses recently experienced by the tobac- 
co program. 

In my opinion, this legislation has serious problems. This view is 
based on the fact that although the pairing of taxes and expendi- 
tures is a useful instrument of public finance in certain cases, this 
is not so when the expenditure involves a program from which the 
taxpayers do not directly benefit. Permit me to discuss this point in 
more detail. 

As a broad proposition, earmarking compares favorably with gen- 
eral fund financing as a method of public finance. (See, for exam- 
ple, James M. Buchanan, "Public Finance in Democratic Process," 
Chapel Hill: The University of North Carolina Press, 1967, pp. 72- 
74.) This is because a system of earmarked taxes is closely analo- 
gous to the set of choices individuals face in private goods markets. 
If the taxpayer can make separate fiscal choices for each Govem- 
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ment program, which earmarking conceptually allows him to do, 
he or she is informed as to the alternatives avaUable. 

In short, earmarking allows individuals to vote simultaneously 
for a public spending program and the taxes designated to finance 
the outlay. If the public program is not viewed as worthwhile by 
the majority of taxpayers, they can choose not to authorize the ex- 
penditure and, at the same time, not to authorize the tax. 

By contrast, with general fund financing, citizens are required to 
vote for a bundle of public programs, with the precise composition 
of the bundle determined by the legislature or other budgetary au- 
thority. The voter-taxpayer is essentially confronted with an all-or- 
nothing choice, and because the mix of public goods and services 
supplied is decided upon without explicitly considering the voter's 
personal preferences, he may end up paying for some programs he 
does not benefit from in order to get those he does. For example, 
under general fund financing, a childless taxpayer pays for local 
schools in order to obtain police and fire protection services for his 
neighborhood. 

The advantages of earmarking over general fund financing are 
most evident in a case such as highway user fees where the link 
between tax payments and benefits received is clear. Lev3dng an 
excise tax on gasoline and earmarking the receipts for the con- 
struction, repair, and maintenance of highways assures that the 
program is paid for by the individuals who benefit from the ex- 
penditure of public funds. 

Those taxpayers who do now own automobiles and have no use 
for a system of public highways are not forced to bear its cost. 
Those who drive more and therefore benefit more from the pro- 
gram, pay more for highways. In such cases, the amount of taxes 
paid to finance a specific public program is consistent with individ- 
ual preferences. 

Earmarking does not have these advantages, however, when the 
tax revenues are designated for funding a program that the taxpay- 
ers would not voluntarily choose. In the case at hand, poundage 
quotas limit tobacco production, thereby making tobacco leaf more 
scarce and driving up its price. In this way, the tobacco program 
imposes costs on both the tobacco companies, who face higher 
wholesale leaf prices and cigarette consumers, who face higher 
prices at retail. 

It is highly unlikely that producers and consumers of cigarettes 
would support the expenditure of tax dollars on such a program. 
Yet H.R. 2600 would require that the proposed tobacco equalization 
trust fund be financed by these groups. 

Under this proposal, cigarette producers may limit their tax li- 
abilities only by purchasing domestic tobacco instead of lower 
priced foreign tobacco, while consumers will pay higher prices for 
cigarettes but receive no compensating benefits in return. The wel- 
fare of both groups is reduced. H.R. 2600 clearly carries the ear- 
marking principle to an illogical extreme. 

Such a method of financing the tobacco program might be justi- 
fied if the allocative effects of the tax serve some overriding goal 
that can be achieved in no other way and that provides benefits in 
excess of its costs. Not even the staunchest supporter of H.R. 2600 
can believe this to be true. The purpose of the bill is undisguised. 
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Mr. Rose himself has indicated that H.R. 2600 has been made nec- 
essary because cigarette companies have been sharply increasing 
imports of foreign tobacco. 

If the Congress wants to protect domestic tobacco growers 
against import competition, there are surely alternative ways of 
achieving this goal. Why appeal to misunderstanding by asserting 
that the tobacco companies must now be made to bear part of the 
cost of the tobacco program? These firms have been paying all 
along in the form of higher prices for domestic leaf. Why suggest 
that the funding proposal will operate without direct costs to the 
general taxpayers? There are 50 million cigarette smokers who will 
pay higher retail prices if the bill is enacted. 

In short, if the U.S. tobacco program is in need of additional 
funds, a new tax gimmick is not the answer. Do not misunderstand 
me, I am not tryii^ to make light of the plight of the American 
tobacco farmers. They are fac^ with economic conditions they 
cannot control, not to mention competition from overseas tobacco 
growers. 

However, the policy proposed in H.R. 2600 fails to solve the un- 
derlying problem — the Government-created competitive disadvan- 
tage of domestic tobacco growers. All that is accomplished is a 
transfer of more of the tobacco program's costs to tobacco product 
consumers. 

To conclude these remarks, let me reiterate my reservations con- 
cerning the proposed additionsd excise tax on cigarettes. In my 
opinion, our time here today would be more productively spent liF 
we talked about reducing or eliminating existing taxes, not propos- 
ing new ones. The proposed variable cigarette excise tax seriously 
distorts some widely accepted principles of public finance, and rep- 
resents a complex and confusing attempt to subsidize the domestic 
tobacco program. It seems apparent that whatever revenues the 
proposed tax may raise will come at high social cost. 

Thank you for the opportunity to appear here today. 

Mr. Rangel. Mr. Chairman, may I ask Dr. Toussaint just two 
questions, relating to the decrease in consumption. 

If the tax writing committee decides to keep the 16 cents ciga- 
rette tax, notwithstanding the fact that 2 cents is allocated to the 
tobacco programs, that would not have any effect at all on the de- 
crease of consumption based upon your research, would it? 

Mr. Toussaint. That is correct. 

Mr. Rangel. In addition to that, if indeed the tax writing com- 
mittee allowed the 16 cents to sunset, and the tobacco industry de- 
cided to increase the price by 16 cents, we would reach the same 
impact; that it would have no impact in the future? 

Mr. Toussaint. That is correct. 

Mr. Rangel. Mr. Rucker, I suppose you did not reach any conclu- 
sion of what we could do to assist this industry that is really facing 
some hard times? 

Mr. Rucker. No, sir. We did not. 

Mr. Rangel. Thank you. 

Mr. Rose. Thank you gentlemen, very much. 

[Rec€ taken.] 

Mr. h . If we '^^n r ► t our hearings, we will conclude as 
quickly u ' f^ to have with us Dr. Roy Schwarz, 



Digitized by 



Google 



95 

American Medical Association, vice-president, Medical and Science 
Affairs, Chicago, IL. 
You may proceed, sir. 

STATEMENT OF M. ROY SCHWARZ, M.D., VICE-PRESIDENT, MEDI- 
CAL EDUCATION AND SCIENTIFIC POLICY, AMERICAN MEDI- 
CAL ASSOCIATION, ACCOMPANIED BY BRUCE D. BLEHART, J.D., 
ASSISTANT DIRECTOR, DEPARTMENT OF FEDERAL LEGISLA- 
TION 

Dr. ScHWARZ. Mr. Chairman and members of the subcommittees, 
my name is M. Roy Schwarz, M.D., and I am vice president of med- 
ical education and scientific policy at the American Medical Asso- 
ciation. Accompanying me is Bruce D. Blehart, assistant director of 
AMA's Department of Federal Legislation. We appreciate this op- 
portimity to testify regarding H.R. 2600, the Tobacco Equalization 
Act of 1985. 

H.R. 2600 would repeal the current Tobacco Price Support Pro- 
gram which the tobacco growers and cooperatives agreed to fund. A 
new price support system would be implemented, funded by the 
Federal excise tax on cigarettes. The existing tobacco allotment 
system would not be affected by this bill. 

The AMA has long warned of the health risks associated with 
smoking. Over 350,000 people die annually in the United States 
from smoking-related diseases. Smoking clearly is a major cause of 
numerous cancers, as well as being one of the three major risk fac- 
tors of coronary heart disease. 

Lung cancer will surpass breast cancer as the leading cause of 
cancer death among women this year, a trend that is linked to in- 
creased cigarette smoking among women that began in the 1930's. 
In light of this, we are concerned that governmental action to sup- 
port tobacco prices presents mixed signals to the public. Even 
though the Government has required cigarette manufacturers to 
place health warnings on their packages, it still continues to pro- 
mote the growing and marketing of tobacco with a price support 
system. We believe that the Government should resolve this incon- 
sistency by removing itself from any involvement in tobacco grow- 
ing and marketing. 

The American Medical Association finds it unconscionable to use 
Federal resources for supporting tobacco growing while Federal 
health policy clearly recognizes the health hazards of smoking and 
while Federal health care programs and other areas in critical 
need are suffering budget cutbacks. 

Even though a so-called No Net Cost Federal Tobacco Program 
has been in place for several years, the Senate sponsor of the com- 
panion legislation to H.R. 2600 has estimated that the Government 
now faces a loss of $400 to $500 million due to surplus tobacco 
warehoused while the no net cost program has been in effect. 

At a time when every dollar spent by the Government is coming 
under careful scrutiny, a potential loss of money through diversion 
of revenue to support the No. 1 preventable public health danger is 
wholly inappropriate. 

We strongly oppose Federal funds being used to bail out this pro- 
gram when under the current law, the tobacco cooperatives had as- 
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sumed responsibility for such losses. We see no justification for 
Government providing this t3rpe of windfall. 

Even though the Tobacco Equalization Act would raise this 
money through the current Federal excise tax on cigarettes, this 
would not be an appropriate use for funds that are currentlv uti- 
lized by other Government programs. Also, over one dozen bills al- 
ready have been introduced in Congress to maintain the cigarette 
tax at the level of 16 cents per pack or to increase the tax and allo- 
cate the additional revenues to more deserving areas of Federal 
spending — such as the Medicare Program which provides essential 
health care services for the elderly and disabled of this Nation. 

The AMA, other concerned organizations, and, indeed, a substan- 
tial majority of the American people have indicated support for 
such an increase in the cigarette excise tax. Certainly, the sched- 
uled reduction from 16 cents to 8 cents should be repealed, at the 
very least. 

We are not unmindful of the fact that many individuals obtain 
all or part of their livelihood from the production of tobacco — or 
from the leasing of tobacco allocation rights. And by the same 
token, there are many health care providers who derive their liveli- 
hood from the treatment of disease brought about by the use of to- 
bacco products. Notwithstanding these facts, the Federal Govern- 
ment cannot justifiably continue its support for the single most 
preventable cause of death and morbidity in the Unit^ States 
simply for the sake of limited economic welfare. 

Mr. Chairman, it is the goal of the AMA and others, including 
health representatives from the Federal Government, to see a 
smokeless society by the year 2000. It is our belief and hope that 
the incidence of tobacco usage in this country has peaked. Already, 
there is evidence of some decline in tobacco use among certain seg- 
ments of the population, such as the college educated, physicians, 
and other health personnel. Agricultural legislation cannot and 
should not attempt to reverse this encouraging social trend away 
from the harmful use of tobacco. 

Some may argue that eliminating Government supports and con- 
trols would result in greater production of tobacco, and would actu- 
ally encourage smoking. The AMA, however, questions the belief 
that tobacco supply drives the demand for cigarettes and other to- 
bacco products. If such were the case, there would be millions more 
smokers and there would not be over 1 billion pounds of surplus 
tobacco in this country. 

Moreover, while some segments of the smoking population, such 
as young people and those not yet addicted, are price sensitive, 
even under the existing price support program cheap imported to- 
bacco is available to cigarette manufacturers. The best insurance 
against any increased consumption, which may result from elimi- 
nation of price supports, would be a sizable increase in the Federal 
excise tax to 32 cents a pack. 

In conclusion, the AMA opposes H.R. 2600, the Tobacco Equaliza- 
tion Act of 1985. While we do have concern for the tobacco produc- 
er, our concern for the victims of smoking and tobacco use is over- 
riding. As representatives of medicine, we will continue to do what 
we can to discourage the use of tobacco. For this reason, we encour- 
age the investigation of alternative means of livelihood for tobacco 
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farmers and elimination of any governmental price support pro- 
gram for tobacco. 

Mr. Chairman, we have attached to our statement a list of ac- 
tions taken by the AMA on the tobacco issue. I would be pleased to 
answer any questions the subcommittees may have. 

[The attachments follow:] 
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AMEBICAH MEDICAL A8S0CIAII0H / 

Policy on 
Tobacco and Health 

For aany years the Aaerlcan Medical Aasoclatlon has named of the 
relationship betveen tobacco usage and the Incidence of certain 
diseases. Because of the health hazard Involved » the AMA has advocated 
action that discourages tobacco use* Significant AMA policies and 
actions are as follows: 

o Declare unequivocal opposition to the use of tobacco products; 

o Cooperate with public and private agencies to promote a 
"Smoke-Free Society by the Tear 2000"; 

o Seek elimination of federal price supports for tobacco growing; 

o Support legislation requiring rotating health warning labels for 
cigarette packages; 

o Declare snuff and chewing tobacco a health hazard and seek ' 
legislation to require warning labels and an electronic media 
advertising ban for "smokeless tobacco"; 

o Support legislation requiring labeling of Ingredients added to the 
tobacco In cigarettes; 

o Join with other concerned groups In favor of an Increase In the 
cigarette tax to 32^ per pack; 

o Call for legislation to ban any form of media advertising of 
tobacco products; 

o Urge newspapers and magazines to refuse voluntarily to accept 
tobacco product advertlseoients; 

o Protect the health of youth In the military by opposing the 
availability of low-cost cigarettes on military bases; 
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o Seek leglsletlon to prohibit smoking on any public transportation; 

o Seek legislation to restrict saoklng In public facilities 
(restaurants, public buildings, etc*); 

o Support legislation for developing a "flre-safe** cigarette; 

o Seek legislation to prohibit distribution of tobacco product 
samples by mall; 

o Develop state and local model legislation to prohibit distribution 
of free cigarette samples on public property; 

o Urge stricter rules to limit smoking aboard aircraft; 

o Urge all hospitals, offices, and other medical care facilities to 
declare their premises off-llmlts to smoking; 

o Prohibit smoking at all AMA meetings; 

o Removed cigarette vending machines from AHA headquarters; 

o Develop printed material and public service announcements on the 
hazards of smoking; 

o Participate as a member of the National Interagency Council on 
Smoking and Health. 
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Mr. Rose. You say some rather amazing things in here, Doctor. 
On page 4 you say we encourage the investigation of alternative 
means of livelihoods for tobacco farmers and the elimination of any 
governmental price support programs for tobacco, and then on 
page 3 you say, we are not unmindful that many individuals obtain 
all or part of their livelihoods from the production of tobacco or 
from the leasing of tobacco allocation rights, and by the same 
token, there are many health care providers who derive their liveli- 
hood from the treatment of disease brought about by the tobacco 
products. 

Are you putting those in the same category? 

Dr. ScHWARZ. The tobacco growers, and the doctors who care for 
people 

Mr. Rose. If that is the case, you should be concerned about seek- 
ing alternative livelihoods for those health care professionals who 
derive money by treatment of disease brought about by tobacco 
products. 

I find that an amazing statement for the AMA. I think that 
should be reconsidered, Doctor. 

Are you saying that you are concerned about loss of income from 
people in the medical profession who make their living off of 
damage done by cigarettes? If it is, that is a new mark in AMA 
testimony before congressional committees, sir. 

Dr. ScHWARZ. What I am suggesting is that if you eliminated the 
use of tobacco products by the American public, there would be 
people who have diseases now that would not have them if it were 
eliminated. This, in turn, would reduce, if you will, the business 
that is available for doctors who are in the business of taking care 
of sick people. 

We recognize that, and we think that should occur. 

Mr. Rose. Mr. Whitley. 

Mr. WHrrLEY. Thank you, Mr. Chairman. 

Doctor, I understand the position of the AMA; that it wants to 
discourage smoking on the ground that it has arrived at the conclu- 
sion that cigarette smoking is hazardous to health, and assuming 
that a certain number of cigarettes are going to be manufactured, 
sold, and smoked in this country, for the foreseeable future. 

If we assume that, is the AMA going to be happier if the tobacco 
that goes into those cigarettes is produced cheaply offshore and im- 
ported into this country than it is if tobacco farmers in North Caro- 
lina, South Carolina, Virginia, and Kentucky grow that tobacco? 

Dr. ScHWARZ. I think if you ask the AMA members; if you are 
going to grow and use tobacco, you ought to use tobacco that is 
raised in the United States. It is my understanding that the tobac- 
co coming in from the outside, whether it is from Yugoslavia, 
Turkey, Korea, or wherever it is, much of that tobacco has been 
treated with insecticides such as DDT, Paraquat, and others; over 
which we have no control, and which are outlawed, or illegal to use 
in this country. 

For that public health reason, we would recommend that tobac- 
co, if we are going to use it, be raised stateside where we can con- 
trol those things. 
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Mr. Whitley. Do you recognize the fact, Doctor, that your fight 
is not with the tobacco program; your fight is with people who 
smoke cigarettes? 

Dr. ScHWARZ. Exactly. 

Mr. WnrrLEY. Do you understand what the Federal Tobacco Pro- 
gram is? It controls production of tobacco. We keep production 
down. If there were no Federal price support production controls 
there would be more tobacco available and there would be more 
smoking, not less; so I do not understand why you are against the 
program. 

Dr. ScHWARZ. It is my understanding that 200,000 metric tons of 
tobacco were brought in from outside the United States in 1983, 
and that those were brought in at significantly lower prices than 
the price support levels have been established for tobacco here. 

I would guess, therefore, that if the tobacco production in this 
country were reduced that you would continue to have that flow in 
from the outside, as long as there is a demand in this country. 

We, like the Coalition for Health, would like very much to see 
that through educational programs that people would choose volun- 
tarily to stop smoking. Simultaneously, we would like very much to 
see the conversion of farms which raise tobacco at this point to 
produce other revenue-producing crops. 

Yesterday I asked a Georgian tobacco farmer, I said, "Let's be 
candid with each other. Are there other crops that could be raised 
on that land that you own?" The answer was yes; soybeans, cotton. 

Mr. WHrrLEY. Dioctor, let me stop you there. Every one of those 
crops is already in surplus in this country. We have got huge sur- 
pluses. You are talking about real subsidies when you start talking 
about grain and cotton and other things that can be grown on that 
land. 

Really, you do not need to talk to us about agriculture. You are 
an authority on health. We are authority on agriculture. Is not it a 
fact that if Americans are going to smoke cigarettes, it just makes 
sense for Americans to grow that tobacco that goes into them, re- 
gardless of the health considerations? 

Dr. ScHWARZ. I have already stated that. 

Mr. WHrrLEY. You have? 

Dr. ScHWARz. Sure. 

Mr. Whftley. But you want to demolish the whole tobacco pro- 
gram, and put farmers to growing something other than that. 

Dr. ScHWARz. That would be my preference. 

Mr. Whftley. If your position is significant, I cannot grasp it. 

Dr. ScHWARZ. Your position is that people are going to continue 
to smoke. 

Mr. Whitley. For the foreseeable future. 

Dr. Schwarz. I am sajdng I would sooner use tobacco in the 
United States, not tobacco coming from abroad. Any overall goal is 
to educate people so they do not use it. 

Mr. Rose. I do not have any further questions. 

Doctor, thank you. We will excuse you, unless you would like to 
sit there. 

Our next witness is Hugh C. Kiger, Leaf Tobacco Exporters Asso- 
ciation, and the Tobacco Association of the United States. 

Mr. Kiger, go ahead, sir. 



Digitized by 



Google 



102 

STATEMENT OF HUGH C. KIGER, EXECUTIVE VICE PRESIDENT, 
LEAF TOBACCO EXPORTERS ASSOCIATION AND TOBACCO AS- 
SOCIATION OF THE UNITED STATES 

Mr. KiGER. Chairman Rose, Chairman Rangel, my name is Hugh 
C. Kiger, executive vice president of Leaf Tobacco Exporters Asso- 
ciation and Tobacco Association of the United States. 

Members of our associations purchase about 70 percent of U.S. 
tobacco crops and export most all of the U.S. tobacco moving to 
overseas markets. Our associations are keenly interested in any 
legislation which affects the tobacco program and international 
trade in tobacco. 

The press release by the House Committee on Agriculture of 
May 23, announcing the introduction of H.R. 2600, stated: "This ap- 
pears to be the best long-range solution to the problems — particu- 
larly the increasing imports which have been flooding into our cig- 
arette industry — that currently face the tobacco program." The re- 
lease further states that, "The legislation we are introducing has 
been made necessary by the escalating rate of imports by cigarette 
companies." 

First of all, I think we need to face the fact that the increase in 
imports and the decline in exports is due to the fact that U.S. to- 
bacco has been priced out of the world market. H.R. 2600 does 
nothing to resolve this basic economic problem. 

There is a dire need for tobacco legislation which makes U.S. to- 
bacco competitive and provides for disposal of surplus loan stocks 
in an orderly manner. Such legislation would remove the economic 
incentive to import tobacco. Our association has recommended such 
legislation for the past several years. 

Comments in the press release refer to imports flooding into our 
cigarette industry. Actually, imports of Flue-cured peaked in 1983, 
as a result of large shipments in August 1983, because of a change 
in the duty rate on machine-threshed cigarette leaf, and has trend- 
ed downward since. 

If price supports, as proposed in S. 1418, become effective, U.S. 
imports can be expected to decline. I think it is important to point 
out that U.S. imports of Flue-cured tobacco total about 100 million 
pounds annually compared to U.S. exports of Flue-cured tobacco 
which total about 500 million pounds — five times the level of im- 
ports. Thus, U.S. net trade in Flue-cured tobacco is a plus of 400 
million pounds. In 1984, U.S. net trade — exports minus imports — in 
tobacco and products, was a plus of over $2 billion. 

Let us put imports in perspective. During the past 12 months, 
the International Trade Commission conducted an investigation, 
the second such investigation in 3 years, to determine whether to- 
bacco imports are a cause or could be a cause of future harm to the 
tobacco program. 

After an exhaustive study and extensive hearings, the C!ommis- 
sion vote was 4 to 1 against recommending restrictions on tobacco 
imports. Their findings pointed out that the tobaccos under investi- 
gation are not being and are not practically certain to be imported 
into the United States under such conditions and in such quanti- 
ties as to render ineffective or materially interfere with the price 
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support and production adjustment programs for tobacco of the 
USDA. 

During a summary statement, at the conclusion of the investiga- 
tion, Paula Stem, Chairwoman of the ITC, made the following 
statement: 

"If imports are limited, would the program and U.S. tobacco pro- 
ducers be materially better off? I do not believe they would. The 
enormity of the problems would be the same." 

You will note that she indicated that neither the program nor 
producers would be materially better off if imports are limited and 
that the enormity of the problems would be the same. 

Thus, it appears that imports are being used as a scapegoat to 
avoid coming to grips with the real basic problems facing the U.S. 
tobacco economy — problems that would be effectively addressed by 
passage of S. 1418. 

The press release of May 23 indicates that H.R. 2600 ensures 
that the tobacco companies will bear part of the burden of the to- 
bacco program — this is simplistic if not downright naive. I have not 
t£dked to anyone who is knowledgeable on this issue who believes 
that any excise tax increase on cigarettes will not be passed on to 
the cigarette smokers, who are the real consumers of the farmer's 
tobacco. 

It would be the cigarette smokers in the first instance who would 
bear the burden of the tobacco program rather than the cigarette 
companies. However, the real burden will fall on growers as higher 
taxes lead to lower consumption of cigarettes and lower demand for 
tobacco. 

Economic analyses indicate that increases in cigarette prices re- 
sulting from excise tax increases adversely affect the consiunption 
of cigarettes. For example, the Federal excise tax was increased to 
16 cents per pack on January 1, 1983. U.S. cigarette consumption 
declined by 5 percent or 34 million pieces in 1983. This had a dev- 
astating impact on auction purchases that year and was a signifi- 
cant factor in the large quantities of tobacco which went under 
loan. U.S. cigarette consumption has still not recovered from this 
excise tax blow. 

The variable cigarette excise tax as proposed in H.R. 2600 could 
be expected to adversely affect cigarette consiunption. This in turn 
would result in the use of less tobacco and the farmer would be the 
big loser. In addition, a cigarette excise increase proposed by tobac- 
co politicians would be an open invitation for other Congressmen to 
f>ropose such a cigarette excise tax to finance their own causes. In 
act, there are already more than a dozen such bills in the hopper, 
bills that would increase excise taxes up to 32 cents per pack. 

If H.R. 2600 passes, it would represent a new way of financing 
farm programs. If so, would it also make sense to: (a) finance the 
wheat program from an excise tax on bakery products, (b) finance 
the cotton program from an excise tax on textile products, (c) fi- 
nance the feed grains program from an excise tax on livestock and 
dairy products, et cetera? 

One of the objectives of the No Net Cost Tobacco Program of 
1982 was to provide for the farmers to cover the cost of the pro- 

fram themselves rather than the taxpayers. Taking a part of the 
^eral cigarette tax to pay for the costs of the program is an ad- 



Digitized by 



Google 



104 

mission that the program has failed. Bv earmarking tax money, 
the cost of the program actually reverts back to the taxpayers, just 
as it would if such funds were directly appropriated by Congress. In 
other words, this is a tax gimmick to offset the shortcomings of the 
No Net Cost Tobacco Program. 

Our associations are strongly opposed to the provisions of H.R. 
2600. It does nothing to resolve the real problems of the program 
and, if passed, could have a devastating impact on our entire tobac- 
co economy. 

Thank you. 

Mr. Rose. If the provisions of H.R. 2600, my tax bill here, was 
inserted into the Senate bill in lieu of their method of financing 
the Senate bill, which was to ask the Treasury to pay for the dis- 
count, and if the Ways and Means C!ommittee were to assert that 
there would be no drop in the tobacco tax, it was going to stay at 
16 cents; would you support it, that combination? 

Mr. KiGER. Twill say this. I think Treasury is going to support 
that portion of getting rid of loan stocks. After 1986, the purchas- 
ers and growers jointly support the program. To respond to your 
question, no, we are opposed to earmarking cigarette taxes for any 
type of purpose. 

It opens the door for other causes; Medicare, Social Securitv. 

Mr. Rose. What if Senator Helms' bill does not pass the senate? 
What are we going to do then? 

Mr. KiGER. Well, you said you had some other alternative things 
that you were going to bring up. 

Mr. Rose. No; I said other things that should go with H.R. 2600 
are basically what is in the Senate bill. I agree with you that H.R. 
2600 is not the whole story. The things that S. 1418 does to change 
the way the program is run, I think, are important to be put into 
law. I do not agree with exactly how they do it now, but let us 
assume we got all this worked out, and the Senate would not give 
the money from the Treasury, and the Ways and Means Committee 
said we are not going to reduce cigarette taxes, but we will let the 
co-ops use 2 cents until their current loans to Ciommodity Credit 
Corporation are paid off. Would you support that? 

Mr. KiGER. Well, let me say this. I think in the first place, I 
think the CCC has already committed itself to paying for the 
losses, so I do not think there is any backing up on that. Those 
were nonrecourse loans by law. 

Mr. Rose. Well, Senator Helms has that in S. 1418. And if it is 
done legislatively, I do not think it has got much of a chance of 
passing; but, let us say — let us suppose that those are taken off the 
teble. Would you propose for cigarette tax money to be used to pay 
off the loans on post-1982 tobacco, if we then got on with the other 
major provisions of the Senate bill? 

Mr. KiGER. I would say this. This is, of course, a hypothetical 
question that I have not discussed with my executive committee; 
but my personal view is that they probably would not OK this, for 
the reason which I stated earlier; for the fact that you are ear- 
marking funds, you are setting a precedent, and you are going to 
have a group of other people coming in. 

Mr. Rose. Mr. Hopkins jumped on Mr. Myers about being against 
the tobacco program. Have you ever opposed the tobacco program? 
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Mr. KiGER. Have I ever opposed it? You have heard my testimo- 
ny several times. We favor a tobacco program. 

Mr. Rose. But when Mr. Petri was trying to phase out the pro- 
gram, you kind of worked with him one time, did you not? 

Mr. KiGER. I did not. I told you that in Raleigh. 

Mr. Rose. I apologize. 

Mr. KiGER. Well, you should. 

Mr. Rose. You did not give him information about the program? 

Mr. KiGER. I have not talked with Mr. Petri. I have never met 
Mr. Petri in my life. 

Mr. Rose. I apologize for that misinformation. 

Mr. WnrrLEY. If I understand your testimony, you are against 
earmarking any portion of the tax for the tobacco program, regard- 
less of whether that would result in an increase in the tax or not? 

Mr. KiGER. Yes; I think this outweighs the benefits you indicat- 
ed. That is my only view. 

Mr. Rose. I want to thank all of you for being here today, and 
especially we are very proud so many of our witnesses could come 
and testSy about this legislation. 

[Whereiywn, at 5:05 p.m., the subcommittees were adjourned.] 

[Material submitted for inclusion in the record follows:] 
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THE HONORABLE ALBERT CORE, JR. 

TESTIMONY BEFORE JOINT HEARING OP AGRICULTURE CONNITTBE 

SUBCOMMITTEE ON TOBACCO AND PEANUTS AND NAJS AND 

MEANS COMMITTEE SUBCOMMITTEE ON SELECT REVENUE MEASURES 

U. S. HOUSE OP REPRESENTATIVES 

JULY 18, 1985 

Chainuin Ros« and Chaiman Rangal, and Basbars of tha 
subcoHiittaas, I aa plaasad to tastify this Morning on an iaaua 
of profound iaportanca to tha jurisdiction of both aubcoHiittaas 
— * tobacco growars and tha U. S. Traaaury. Tha iaaua involvaa 
tha vary aarioua financial problana facing tha tobacco prograa, 
and thair potantial iapact on tobacco growara and taxpayara 
ganarally. 

My raaarks will ba briaf , but I think it is important to 
lay out tha history of tha tobacco program and tha f actora that 
hava givan risa to tha currant crisis, in ordar to put tha iaaua 
in parspactiva. Tha tobacco program was bagun fifty yaara ago 
during tha Naw Daal by Prasidant Franklin Roosavalt to control 
tobacco production in an af fort to allaviata tha daaparata 
povarty in irhich Appalachia and aurrounding gaographical araaa 
wara trappad. 

As tha Chairman irall know, tha bloatad ballias and othar 
signs of malnutrition and starvation that wa saa in Africa today 
ara still within tha living mamory and parsonal axparianca of 
many rasidants of Appalachia. Tha tobacco program has halpad 
spraad tha aconomic banaf its of tobacco production from a handful 
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o£ highly concentrated and enornously profitable manufacturing 
coBpanies to a large number of very saiall family farms. The 
program protects the small grower from the otherwise unrestrained 
and enormous market power of these large companies* It has 
lifted the standard of living for many individuals and provided a 
means for earning a modest income. 

The farms on which tobacco is grown in Tennessee are very 
small. The average size of a Tennessee farm is less than two 
acres. When we talk about the tobacco program r therefore » we are 
talking about these small farmers. Let me state clearly and 
unequivocally — my concern is with protecting the grower » rather 
than the profitable ccmpanies. 

The tobacco program is in jeopardy today for one reason — 
the large companies have abandoned small growers. The companies 
have decided to obtain ever-increasing quantities of tobacco 
offshore r tobacco that these American companies are encouraging 
governments and farmers in Third World countries to grow, at the 
expense of precious rain forests and soil conservation 
techniques. 

As a result, large quantities of surplus American tobacco, 
1.3 billion pounds of flue-cured and burley tobacco combined, 
have accumulated in the last several years. These surpluses 
threaten to bankrupt the farmer-financed tobacco progrtun. And 
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unless proper action is taken, tha tidal wave of surplus tobacco 
that is swaaping the prograa will swamp taxpayers as well. 

How do we deal with this problen? Is there a way to save 
the tobacco program in a form beneficial to growers without 
simply attempting to add a billion dollars to the budget deficit? 

The companies have developed one proposal* It calls for 
slashing the support price and linking it to the market average 
in future years r continuation of no net cost assessments that 
have proven onerous to growers because of the companies' actions, 
and gives companies complete control of the quota system under 
which tobacco is grown. 

In effect, the companies would completely control the 
market under their proposal. Growers would no longer be 
protected tram, the market power of the companies. By subjecting 
small growers to the enormous market power of the oligopolistic 
tobacco manufacturers, the proposal if enacted would fly in the 
face of the historical reason for the program's existence. And 
the proposal does nothing about imports. During negotiations 
leading to development of the proposal, the companies stated 
flatly that they refused even to discuss imports. 

This proposal is very dubious from the farmer's point of 
view. It is disastrous from the taxpayer's point of view* Under 
the industry proposal, the companies would be authorized by 
legislation to purchase collusively the surplus tobacco at an 
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outrageous discount that would cost the Treasury one billion 
dollars. There would be no source of revenue to compensate foi 
this loss. 

Chairman Rose and I have developed an alternative proposal 
that avoids these serious pitfalls. It is fiscally responsible. 
It will help American farmers grow more tobacco. And it will 
continue to spread the economic benefits of tobacco production, 
the historical objective of the tobacco program. 

S. 1205, which I have introduced in the Senate, would 
provide two cents of the cigarette excise tax to fund the tobacco 
program. The legislation would restore the tobacco program to a 
sound financial footing. The tax would increase if imports rose 
and the cost of the program increased, or fall if imports 
dropped and the cost of the program decreased. It is "pay as you 
go" budgeting in practice. 

We must also consider the consequences if no action is 
taken and events are left to run their course. Under current 
law, farmers pay the cost of the tobacco program through no net 
cost assessments. The cost of carrying the enormous surpluses is 
compounding despite the diligent efforts of stabilization 
cooperatives, including Bill Myers of the burley stabilization 
corporation from Knoxville, who will testify later today. In 
fact. Bill Myers and others have done well to hold the cost as 
low as they have. They deserve credit. But the cost is still 
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skyrockets ing* Burlsy tobacco no nst cost assesssMats havs 
incrsassd frosi ons csnt par pound in 1982 to 30 cants par pound 
thia year* And unleaa action is taken, the asaeaiant for next 
year will be 50 centa per pound or higher. 

PanMrs will have the opportunity, at referenda in Dacesber 
for flue-cured tobacco and February, 1986 for bur ley tobacco, to 
decide irhether they want the tobacco program to continue under 
theae conditions. ProB discussions with growers in ny state, I 
believe that the program will be voted out rather than continued 
with 50 cent per pound assessments. If this occurs, then 
taxpayera will be saddled with the loss from the surplus tobacco. 
In short, opponents of the tobacco program do taxpayers and the 
United States Treasury no favor by advocating the end of tobacco 
price supports. 

The tobacco program is the only farm commodity program that 
has never been voted out by producers. If tobacco farmers decide 
on their own to end the program, it will be a signal not that 
they do not want or need a program, but rather that the companies 
have succeeded in making the program operate in an unacceptable 
manner. Growers will suffer severe hardships without a tobacco 
program. 

The proposal that I advocate, embodied in H.R. 2600 and S. 
1205, will deal with these problems in a fiscally responsible 
manner. It is a common sense solution. It will preserve the 
tobacco program. There are no tricks and no hidden costs. As we 
all know, the question is not whether tobacco will be grown, but 
who will grow it? I come down on the side of the small farmer 
who currently grows tobacco. 

Thank you very much. I will be happy to answer any 
questions. 
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Subcommittee on Tobacco and Peanuts 
Committee on Agriculture 

and 
Subcommittee on Select Revenue Measures 
Committee on Ways and Means 
U.S. House of Representatives 



STATEMENT 

CHARLES L. PRAZIBR 

National Farmers Organization 

July 18, 1985 

H.R. 2600 - Tobacco Equalization Act o£ 1985 

On behalf of our tobacco producing loembers in the flue cured 
and burley areas, I thank you for this opportunity to appear 
briefly and comment on the bill H.R. 2600 introduced May 23rd by 
Congressman Rose and several other Members of the House. 

The National Farioers Organization was started in the Middle 
West in 1955, a period of drought, low prices and farm fore- 
closures. Our membership consists entirely of farmers and 
ranchers. I am sure that farm families who started our 
organization thirty years ago could not imagine that today we would 
again be confronted with an increasing wave of bankruptcies 
resulting from our low prices, high costs of production and the 
fact that we are capable of overproducing our markets year after 
year. 

Although we stress the value of organized bargaining with fiist 
purchasers of farm commodities, we must acknowledge the need for a 
federal farm program that reaches across commodity lines. 
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Producers nust have assistance in their efforts to cope with 
subsidized exports from other countries in the world market and 
other factors influencing farm income that are beyond their 
control. 

The general farm economy is worsening in almost all farming 
regions. Several of the major commodities are selling at prices 
far below the cost of production. Publication of the parity index 
by the Department of Agriculture recently established an all-time 
low record. Even though it has been condemned by some spokesmen 
who would belittle its' importance, the parity index is the longest 
running general indicator of the health of our farm economy. When 
the ratio reached 52 in Nay, that was the lowest point ever 
experienced since the series was started. It only dropped to 53 in 
June, 1932. 

In this setting it is appropriate to remind the Congress that 
the tobacco program, in spite of its faults and shortcomings, has 
served this group of producers well through the years because those 
producers have been willing to cooperate in the control of 
production and make a sincere effort to supply the market at 
desired levels. This program generally has contributed to a stable 
industry and assured an ample supply of stocks for the commercial 
enterprises that are dependent upon tobacco. 

We support most of the concepts in H.R. 2600. Our viewpoints 
are based on certain assumptions that may not be wholly acceptable 
today, but we are confident that, in time, our projections will 
appear to be quite reasonable. As in the ceise of all the major 
commodity issues facing the Congress as a new Farm Act is being 
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written, we nust consider the tobacco program in the context of the 
national budget, the farm economy in which we find ourselves and 
the actions that probably will be necessary to deal with the huge 
budget deficit. Although we all recognize that %#e simply cannot 
continue to operate with an annual shortfall in income to the 
government in the $200 billion range, it is equally apparent that 
the Congress finds it extremely difficult to identify domestic 
programs in which large savings may be made. 

If we assume that efforts will continue to deal with this 
overriding problem, it seems to us that you probably will have to 
consider every reasonable possibility of increasing government 
income. The Congress once saw fit to double the excise tax on 
cigarettes when our national budget position was less desperate 
than it is today. We expect you to consider reinstatement of the 
ft^ excise increase that is now scheduled to expire on October 1. 
Although our members do not advocate such an action, we anticipate 
that it may occur, nevertheless. 

In another major assumption, we expect that the No Net Cost 
arrangement initiated in 1982 must be replaced or quite seriously 
modified. The check-off rates now in place to finance the 
operation of the price support program are intolerable. If we 
continue to import tobacco in quantities comparable to our recent 
experience and the No Ret Cost program is left in place, we %iK>uld 
expect that tobacco producers would be inclined to vote out the 
programs when they are next up in referenda. Although that 
particular consequence may please some of tl»e shortsighted 
en— ircial operators and the political whims of those who condemn 
^overnaent farm programs, the consequences would lead to a great 
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deal of turaoil in the tobacco producing areas. Financial 
institutions, local retail establishoMnts and the cowKinity 
structure vill suffer seriously in such circumstances. Me believe 
you %K>uld not knowin<jly choose this course for the future. 

If we are correct in our assumptions, the provisions in Title 
II of the bill should be modified to earmark such disposition of a 
portion of additional funds to be raised by reimposition of the 
second 8^ excise tax as is necessary to carry out the provisions in 
Section 202 relating to creation and use of the Tobacco 
Equalization Trust Fund. We believe it the wiser course to earmark 
excise funds to support the producer side of the tobacco industry 
in this country and recommend that you move to do so. 



Digitized by 



Google 



115 



MR. CHAIRMAN AND MPffiERS CfF THE JDIirr SQBOOmnTEES 

I an Richard J. JenHs* a £lue-ctired toliacco faraer fron Apex, 
North Carolina. I serve as the President of the Wake County Fara Bureau and 
on the Board of Directors of the Flue-Cured Tobacco Cooperative Stabilization 
Corporation. 

I express appreciation to you for holding this hearing on H.R. 2600 and 
allotring me this opportunity to appear before you today. Tobacco faraers in 
■y coBBunity are now in a very difficult financial situation. That situation 
is so critical that they %d.ll not be able to survive %d.thout soae assistance 
froB the govemaent. We are not asking for a handout. We are asking you to 
favorably consider and report out H.R. 2600 to help us work out of a difficult 
problem. 

The problem is that under the No Net Cost Tobacco Prograa Act of 1982, 
loan stock accumilations over the past three years, for which growers are re- 
sponsible, have reached 541 million pounds trith the threat that another 200 
million pounds could be placed under loan out of the current crop. In the 
three years we have operated under the No Net Cost Act, growers assessments 
have increased from 3 cents to 25 cents per pound. In fact, the cost now is 
approxintely 10 million dollars per month to carry stabilization stocks. 
At 25 cents per pound, approximately $550. per acres comes out of a growers 
income. For example, if I had twenty acres last year, this year I can expect 
$11,000. less from these twenty acres in 1985 than in 1984. Let me share with 
you my views of what has caused the build up in loan stocks over the past 
three years. 
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Vhen the No Net Cost Prograa \mm eaacttd la 1982* tbm 0*8* and moat other 
countries of the world were ezperlenciiis e receesloa. Foreign countries were 
taking advantage of the chance to generate aore lacoaa at ovr expense. Tobac- 
co was one of those conBodities used. laports of foreign grown tobacco entering 
the U.3. waa increasing rapidly. Production of tobacco waa increasing rapidly. 
Production of tobacco waa increasing world-wide. Vith our program we agreed 
to keep supply in line %d.th deaand in return for price aupport. Every tiae 
we cut quota, world production would increaae. Thua putting aore tobacco on 
the world aarket at a cheaper price. Vhich aakea iaporta aore favorable for 
doaestic use. At the saae tiaa, a pound of foreign tobacco diaplacea a pound 
of U.S. tobacco. 

The value of the dollar increased by 25 to 30 percent. Tlierefore, 
naturally it takes aore of other countries aoney to buy U.S. tobacco while it, 
at the aaae tiaa, aakes iaports aore favorable for doaestic use. 

Uneaployaent in the U.S. reached high levels (aeaning leaa aoney in the 
econoay), which aeans less aoney to be spent by the people for Iteas of 
luxury. 

Anti-Saoking caapaigns and restrictions on where the products could be 
used. In coaing up this aoming, I waa placed in the Stooklng Section of the 
airplane. Tlie cab driver said, '*No Saoklng." There are No Saoking signs Just 
about every where in the halls of Congreaa. And to top that, Juat recently 
a No Saoking reatuarant opened in Kaleigh. 

Tobacco f araers can not bear the burden which waa created by thoae circoa- 
stances coaing together at alaost the ssae tiae. We can not take action to 
reduce the price level and reduce the faraer's incoae as long as we bear the 
responsibility for the loan inventories. It would be econoadc disaster for 
us if the price was reduced to levels that are being talked about by soae 
people and we still have to pay assessaents of 25 cents or aore per pound. 

H.R. 2600 is needed to provide us soae help in order to aake U.S. tobacco 
aore coapetitve. I will not be able to stay in business as a faraer %d.thout 
it. I view this as a bridge to help f araers get across s very difficult 
period. A stable econoay at the faraer's level is essential for the survival 
of aany rural cooaunities, especially in ay state. 

Consuaers of tobacco products are the payers of the excise tax on cigarettes. 
I believe that the over%rhelalng aajorlty of those consuaers would support the 
designation of up to 2 cents per pack of cigarettes to help tobacco through 
this period. 
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In closing, to1>acco has aeant so anch to this country, froa the Indians 
irtio were already on this continent using tobacco when Christopher CoIobInis 
discovered this continent, to the first settlers irtio began to raise tobscco 
to trade for. clothing, ahoes, and food, to the cii—iinlties thst hsve since 
been foraed, to the universities of our great state that were built by' tobacco 
fortunes, to the billions of dollara,onr national and state govemaenta receive 
froa ezciae taxes. If tobacco has aesat anything to this great country, I hope 
you will look favorably at H.K. 2600. 

Thank Tou, 
Richard J. Jenks 
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FRED <«CK C. BOUCHDI 

9TH IXtTmCT. VMQINIA 




Congrtss of the %liiftcd ^tstts 

tMSC oT lUpRicntlKs 




Congressman Rick Bouchsr 

Tsstimony Prsssntsd to ths Houss Coaoiittee 

on Ways and Msans 

Subcommittss on Sslsct Rsvsnus Nsasurss 

July 18, 1985 

Mr. Chairman: 

I am pleased to present testimony to the Subcommittee on 
Select Revenue Measures in support of H.R. 2600, the Tobacco 
Equalization Act of 1985. This legislation, which was 
introduced by the distinguished Chairman of the Tobacco and 
Peanuts Subcommittee - Representative Charlie Rose, offers the 
best means of saving the federal tobacco program and the 
thousands of farmers it serves. 

At the outset, let me say that I represent more than 
15,000 bur ley tobacco farmers in a 17-county region of 
Southwestern Virginia. The nature of our land is such that 
farms are small, with the average tobacco quota totalling only 
1200 pounds. With such small quotas, most of our farmers 
supplement their income by either raising other crops or holding 
part-time jobs. 

Notwithstanding the fact that our rugged terrain makes 
large farms difficult to maintain, burley tobacco is by far the 
largest cash crop in Southwest Virginia. In 1984 sales of 
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bur ley tobacco in my district totalled approximately $41.8 
million. Tobacco is the primary source of income for thousands 
of my constituents and a crucial base for our farm supply 
businesses. 

In 1985, tobacco farmers face a time of great 
uncertainty. A number of recent developments threaten the 
future of the tobacco program and have made legislation 
necessary to restore grower confidence in it. A 30% increase in 
bur ley imports since 1982, the static demand for manufactured 
tobacco products and export problems common to other 
agricultural ccMnodities have cc«bined to drive stockpiles of 
surplus tobacco to unprecedented levels. For hurley, pool 
stocks of surplus tobacco total just under 600 million pounds, 
which is a one year supply at current utilisation rates. And 
for flue-cured, total pool stocks are even higher. 

Tobacco is unlike any other commodity governed by USDA 
price- support and production-control programs because tobacco 
farmers are required to pay the losses and carrying charges on 
unsold surplus crops. Growers finance this unique program, 
which was created under the No-Net-Cost Act of 1982, through a 
■marketing assessment on each pound of domestical ly sold tobacco, 
and this cost has risen sharply as surplus stocks have 
increased. The No-Net-Cost assessment on hurley alone has risen 
from 1^ per pound in 1982 to 30^ this year. If action is not 
taken soon to address this problem, growers could face an 
assessment of more than 50f during the 1986 marketing season. 
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TiM burd«naOB* So-llet-Coat aarkating asaeaanant haa led 
■any of ay const Ituants to quaation tha value of future 
participation in the federal tobacco prograa. If growers 
withdraw froa the prograa in a referendua to be held in February 
of next year, the federal governaent could face a loaa in excess 
of 9500 aillion. 

Preventing such a loss and eliainating the aarketing 
aasaasaant are the two priaary coaponenta of B.R. 2600. Under 
the provisions of the bill, a flexible excise tax on cigarettes 
would replace the aarketing aaseasnent as the financial basis of 
the federal price aupport prograa for tobacco. This is a fair 
approach to the tobacco prograa which retaina the easential 
■no-net-coat* principle of the 1982 legialation while relieving 
tobacco faraera of the severe burdens inherent in the existing 
program. 

It is estimated that current stock levels and potential 
losses will require a tax of no more than 2f per pack in the 
iiMMdiate future. However, the tax could be adjusted upward 
depending on the future voluae of tobacco held under loan by 
grower cooperatives. In this manner, H.R. 2600 addreaaes the 
growing problem of importa by providing U.S. cigarette 
manufacturers with a very strong incentive to avert large 
surpluses of U.S. leaf. 

I recognise and share the Committee's reluctance to adopt 
legislation which results in new or more complicated taxes. 
However, as the representative of more than 15,000 tobacco 
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farmers, I also rscognize the danger of not addressing the 
program's problems. In the absence of legislation which will 
relieve growers of the 30^ per-pound marketing assessment and 
the tax liability which is associated with it, thousands of 
farmers in Southwestern Virginia and the eastern portion of the 
United States will probably withdraw from tobacco farming and 
suffer a significant decline in income. Such a result would 
spell disaster for our farm economy. 

The Tobacco Equalization Act of 1985 is a fair, modest 
proposal to ensure the solvency of the federal tobacco program. 
Through the imposition of a small tax on the tobacco consuming 
public, it will preserve the livelihood of thousands of tobacco 
farming families. 

I commend my good friend from North Carolina, 
Representative Charlie Rose, for his leadership on this matter, 
and I urge the Subcommittee to report H.R. 2600 favorably to the 
full Ways and Means Committee. 
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The Tobacco Producers Association 

Box 16 
Center. Kentucky 42214 



DATE: July 8, 1985 

TO: The Subcomnitee on Tobacco and Peanuts of the House 
Agriculture Oomnittee & The Subcononittee on Select 
Revenue Measures of the House Hays and Means Oommittee 

FROM: Carl Cook, Executive Director 

SUBJECT: The Tobacco Equalization Act of 1985, H.R. 2600 

The Tobacco Producers Association is an orgeinization of about 
1,200 members in Kentucky, Tennessee, Indiana and West Virginia. 
All are farmers actually engaged in growing tobacco or in agri- 
businesses directly concerned with tobacco production. 

The purpose of our organization is to help develop positive 
solutions to tobacco's supply and price problems. To support 
legislation favorable to U.S. agriculture in general and. to 
U.S. tobacco producers in particular. To support the contin- 
uance of the present system of poundage quotas and price 
supports for tobacco, this most successful of all the farm 
commodity progreuns has given stability to tobacco prices for 
producers and fair returns for farmers, at the same time has 
paid its own way, never costing the general teixpayer one cent. 
We recognize in particular the unique roll tobacco has on the 
small family farm to utilize family* laU^or, to provide a 
reasonsUDle return to the small farm with limited crop-land 
and small sized equipment. 

We have long been encouraged to believe the superior quality 
of U.S. grown tobacco would always be indispensable to cigarette 
manufactures. But we are now seeing evidence that manufactures 
intend to substitute more and more inferior foreign grown leaf 
in order to earn a higher profit for their companies. The amount 
of foreign tobacco imported has reached 800 million pounds per 
year, or about 25% of total usage by U.S. manufactures. It has 
cost the U.S. farmers more than $700 million in lost income and 
therefore the related agri-businesses $500 million which farmers 
would have spent with them for production costs. 

We as U.S. tobacco producers can not permit this costly trend 
to continue. We must look upon the import problem as the major 
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contributing factor to our over supply of leaf tobacco today. 
The supply of tobacco and prices at the present time can not 
be stabilized so long as cigarette manufactures can in^xjrt 
tmliinited amounts of tobacco at prices below production costs 
in the U,S> rt is a Jtnown fact that soine cigarette mauiafactures 
are supplying foreign growers with seed, chenxicals fertilizers, 
cultural infonnation and skilled technicians to help them 
increase production and quality We view this as very real and 
increasing threat to the u.£_ tobacco fanner in both domestic 
and international loarkets. 

Not only does this vast flood of imported tobacco cost U.S. 
farmers nearly 3/4 billion dollars it costs U S labor jobs, 
it cost« U,S. banXs and all levels of businesses it even costs 
the government lost tax revenue because of less income 
The import problem should be a major concern of all l^niericans^ 
not just tcsbacco farmers alone. President Keagen has expressed 
extreme concern about the United States trade imbalance with other 
countries, is the 3/4 billion contribution of tobacco not a part 
of it? In spite of this the International Trade Commissioii earlier 
this year rejected controls on tobacco imports- clearly in 
reaction to the powerful cigarette manufacture s lobby. 

lliere are three factors that cause the cigarette manufactures 
to believe now 1& the opportune time to destroy the production 
quota and price support program and return tobacco to a free 
market systemr (1) The present Federal administration s proposal 
to eliminate the program. (2) The favorable outlook for expanding 
imports. (3) The present large stocks held by the Cooperative 
and the resulting untenable No Met Cost to farmers. To return 
tobacco to a free market system would be a disaster of th^ first 
magnitude # sending shock -waves through the entire economy of 
the whole tobacco producing area. The inevitable results would 
be wildly fluctuating supplies and prices from year to year, 
much production woiAld move out of the traditional tobacco 
growing states, small family farms would be squeezed out of 
existence as more and more production moved to the larger 
corporate farms with production contracts The small Appa- 
lachilan area farms \r±th limited crop-land and little mechani- 
zation, would be virtually wiped out without the protection 
offered by their faric quota. If we should loose tobacco as a 
profitable crop^ we woult^ expect one- third of the small town 
tanks and half of the country businesses to he unable to stay 
in business in the traditional tobacco growing areas. 

Everyone in the tobacco industry has a plan to "save" tobacco — 
trouble is most cf these plans are such harsh medicine the 
cure is going to kill the farmer The so-called "Reynolds 
Plan,r whole-heartedly swallowed by Kentucky Farm Bureau, asks 
farmers to give up 80% of their net profit to "save" the program. 
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de "new Vlan" MTiTicmnniid a few w egkw ago is even aoze comtly 
to £axnezs. . It ariks not only the ease pr i oe re ducti on as the 
Beynolds plan, it would offer the cigarette saniLfactnsseB an 
opportunity to buy soch of the pool stocks at an alaost give 
away prioe, mamt as low as 5« of their value, bettser 1±iat 
fia i — iS boy such t o b a c co and destroy it. ^Om fonmla suggested 
for eetting future 3pears support prices pnecludes any possibility 
they would ever again reach a leivl where famers could receive 
a fair return for growing tobacco. Famers have already done 
their part in holding do«fn the cost of leaf tobacco by subnit- 
ting to a price freeze for supports in the last two years, even 
though production cost:s have continued to increase. 
If this is the plen to "save" tobacco, don't bother! 

Fortunately, there are viable altaematives in such SMasures 
as The !EbbaccD Bqualization Act of 19B5, H.R. 2600, by Mr. »ose 
of Borth Carolina. We believe -this aeasure has soaa novel and 
appealing provisions that would vake it acceptable by a wide 
speuLiue of pepple. Ibbacco growers are going to ^nst loipe it, 
of course. Bankers are going to like it because the tstaecco 
faraer can pay the interest cm his aor tgage one aore year. 
HbB corner grocery will like it because the farser's wife, -emn 
buy her groceries with cash instead of food staaips. ^Qm social 
%forkers in ApiMilichia are going to like it when they don't 
have to write 50,000 new welfare applications for tobacco 
faraers. Aaokers will like it because they can oentinne to get 
good U.S. tobacco in their cigarettes. Nonseokers will Xil» it 
because they don't have to pay the tax. Maybe even the health 
faction will like it because a pack of cigarettes will cost 
2 cents sore now. 



She Tobacco Producers Association is p leas ed to sii^cii sii H.Jt. 
2600. We believe this ateasure, in connection with seas fon 
of restriction on tobacco iaports, jwill assure toinarop rwi-ns 
a profitable crop for the Aanrioen farver. 



Digitized by 



Google 



125 

James A. Graham 
Commissioner 

North Carolina Department of Agriculture 

Congressman Rose^ Congressman Rangel and 
distinguished members of the Subcommittee on 
Tobacco and Peanuts and the Subcommittee on Select 
Revenue Measures • It is a true pleasure to be 
with you today to discuss legislation that would 
target a part of the federal tobacco excise tax to 

THE TOBACCO GROWERS OF THIS COUNTRY* ThE FACT 
THAT THIS HEARING IS BEING HELD TODAY WILL GIVE 
SOME HOPE TO OUR FARMERS THAT SOMETHING MAY BE 
DONE TO EASE THEIR PROBLEMS* 

In JUST SIX DAYS THE TOBACCO MARKETS WILL 

open in the flue-cured tobacco belt, and we all 
are anxious to see what price support will be in 
effect, and what percentage of the crop will go to 
Stabilization* Probably the only thing we can be 
sure of today is that there will be no legislation 
favoring the tobacco farmer for the flue'cured 
1985 CROP* The only possible action to give the 

FARMER HOPE OF A GOOD MARKET IS IN THE 
administrative ARENA OF THE SECRETARY OF 

Agriculture* 

For MANY honths 1 favored an administrative 

SOLUTION to the TOBACCO MARKETING PROBLEM* To 
date, that ADMINISTRATIVE SOLUTION HAS NOT BEEN 
FORTHCOHING, and the prospects of any action OTHER 
THAN THAT ALREADY ANNOUNCED BY THE SECRETARY 
APPEAR DIM* 
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The PRIHARY REASON THAT 1 HAVE FAVORED AN 
AOHINISTRATIVE SOLUTION HAS BEEN THE REALIZATION 
THAT IT WILL BE HOST DIFFICULT TO OBTAIN PASSAGE 
OF FEDERAL LEGISLATION THAT IS FAVORABLE TO THE 
TOBACCO FARNER^ WHILE PREVENTING PASSAGE OF 
LEGISLATION THAT IS DETRIMENTAL TO THE TOBACCO 
INDUSTRY AS A WHOLE* YOU^ AS OUR REPRESENTATIVES 

IN THE Congress^ are in the best position to 

ADIVSE THE FARMER^ AND THE FARM ORGANIZATIONS OF 
THE OBSTACLES THAT ANY PROPOSED LEGISLATION FACES* 

Consequently^ you are the only ones that can make 

THE DECISION TO MOVE WITH LEGISLATION^ AND AT WHAT 
POINT IN TIME THAT LEGISLATION MAY BE ATTEMPTED* 

In this sense ^ 1 have previously stated that 
1 would support a targeted excise tax for tobacco 

GROWERS ONLY IN THE ABSENCE OF ANY ADMINISTRATIVE 
ACTION TO ASSIST THE FARMER^ OR UPON THE FAILURE 
OF OTHER LEGISLATIVE INITIATIVES TO GAIN PASSAGE 

IN THE Congress* Today^ I still maintain that 

POSITION* I CAN SUPPORT THE TAX LEGISLATION AS 
THE LAST RECOURSE FOR FARMERS^ BUT 1 AM NOT READY 
TO SAY THAT WE HAVE REACHED THE POINT THAT NO 
OTHER ALTERNATIVES REMAIN TO BE PURSUED* ThAT 
MUST BE YOUR DECISION^ OUR ELECTED REPRESENTATIVES 
IN WASHINGTON* 1f IN THE MINDS OF YOU^ THE 

Chairman of the Tobacco and Peanut Subcommittee 

AND the membership OF THAT SUBCOMMITTEE, WE HAVE 
NO OTHER AVENUE OF RELIEF, THEN 1 WILL SUPPORT YOU 
FULLY IN YOUR EFFORTS* 



[fcitized by Google 



127 



1 would hope that the decision to pursue tax 
legislation would be supported by all 
representatives in all tobacco producing 
districts^ and states/ both in the burley and 
Flue-cured production areas* It is going to be 
tricky to achieve a targeted tax for farners 

without there being ADDITIONAL TOBACCO TAXES 
IMPLEMENTED THAT WOULD BE DETRIMENTAL TO THE 
ENTIRE TOBACCO INDUSTRY* UNITY IN THE TOBACCO 
COMMUNITY WOULD HELP PREVENT OTHER TAXATION* 

It HAS LONG BEEN HY POSITION THAT 
AGRICULTURAL PRODUCTS SHOULD NOT BEAR AN UNDUE TAX 

BURDEN* Tobacco has^ however, long borne an 

EXCEPTIONALLY HEAVY TAX* ToTAL TAX REVENUES FROM 
TOBACCO FAR EXCEED THE GROSS FARM INCOME FROM 
TOBACCO/ AND ADDITIONAL TAXES WILL ONLY SERVE TO 
REDUCE TOTAL FARM INCOME IN THE LONG TERM* 1f WE 
CAN AVOID THE TAX APPROACH/ THEN WE SHOULD DO SO* 
If it IS OUR ONLY SALVATION/ THEN WE SHOULD PURSUE 
IT* If you make the decision to move FORWARD/ 
THEN 1 WILL WORK WITH YOU TO GAIN SUPPORT FOR ITS 
PASSAGE* 

Thank you for the opportunity to be with you 
today to present my views on this legislative 
initiative* 
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THE TC»ACX:0 INSTITUTE . 



1873 1 STVEET. NORTHWEST HOMCI ■. MNtNKAY 

WASHINGTON. DC 20006 
J02 4S7-ltM 



July 11, 1985 



The Honorable 

Charles Rose 

SubcotniDittee on Tobacco & Peanuts 

Commie tee on Agriculture 

U.S. House of Representatives 

1301 Longworth House Office Building 

Washington. D.C. 20515 

Dear Mr. Chairman: 

I thank you for your invitation to testify on July 18, 1985, at 
the hearing on H.R. 2600, being held jointly by the Tobacco & 
Peanut Subcommittee of the House Agriculture Committee and the 
Subcommittee on Select Revenue Measures of the House Ways & Means 
Committee. 

On June 20, I testified before the full Ways & Means Comittee 
supporting the "sunset" of the 8^ cigarette excise surtax as pro- 
vided in the Tax Equalization Act of 1982. At that time, 1 ex- 
pressed The Tobacco Institute's strong opposition to any ciga- 
rette excise tax increase and, I believe, all the reasons I. gave 
on that occasion, apply as well to H.R. 2600. I have enclosed a 
copy of that testimony for inclusion in your record. 

Please note the very strong position taken in my testimony with 
respect to the tobacco farmers' plight and the additional burden 
placed on the farmer by any excise tax increase. 

With respect to the tobacco support program. The Tobacco Insti- 
tute has traditionally deferred to the leadership of the grower 
organizations and the growers as to the details and mechanisms of 
the program. Because The Tobacco Institute has not been involved 
in the most recent negotiations regarding the tobacco program, we 
do not believe personal testimony on H.R. 2600 would be necessary 
or productive. With respect to the tax implications of H.R. 
2600, we would simply emphasize that we have never failed to ex- 
press our strong belief that cigarette taxes are not in the 
interest of anyone in the tobacco family, i.e. , the growers, man- 
ufacturers, warehousemen, wholesalers, retailers, or anyone whose 
livelihood is dependent upon or affected by the sale of tobacco 
products. 
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In addition, I request pemission to file for the record a brief 
statement in opposition to earmarking any portion of cigarette 
excise taxes for any purpose. 

Thank you for your consideration. 

Sincerely yours, 



Horace R. Komegay \j \ 

Chairman 

The Tobacco Institute 



HRK/msr 
Enclosure 



The Honorable 
Charles B. Rangel 
Larry J. Hopkins 
Guy Vander Jagt 
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Statement of 



Horace R. Komegay 

Chairman 

The Tobacco Institute 



I am Horace R. Komegay, chairman of the Tobacco Institute, the 
trade organization of 12 companies which manufacture tobacco products. 
I appreciate deeply this opportunity to testify before the Ways and 
Means Committee. 

Mr. Chairman, in 1982 the Congress enacted a temporary doubling 
of the Federal excise tax on cigarettes and provided that this 
addition to the basic tax would s\inset on September 30, 1985. You 
are today considering whether to permit this decision to remain 
unchanged . 

We should be clear at the outset that to legislate any rate 
above 8 cents is to raise taxes. As the distinguished majority 
leader of the United States Senate recently and succinctly said. 

The law says the tax will go to eight 
cents this fall. If we change the law, 
we raise taxes, pure and simple. 

This Committee -and its Senate counterpart have recently embarked on 
an historic bipartisan effort to reform our tax system. The nation was 
deeply impressed, Mr. Chairman, by the President's speech announcing 
this revolutionary undertaking and by your statesmanlike response. 
Knowing that I would see you in person today, I have not taken 
' 'advantage of your invitation to "write Rosty", but I want to (;■ 
express my admiration for the stance you have taken in approaching 
a difficult and needed task. ^^ ^ ^] 
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Aaong Che guiding objectives of the proposed reform on which 
you and the President seeo to agree are the following: 

— reform should provide a fairer and more neutral system, 
equalizing burdens and eliminating loopholes 

— reform should favor economic growth and reduce obstacles 
to growth 

— reform should relieve the burden on those in the most 
depressed economic groups. 

Raising the cigarette excise tax would violate each of 
these principles. 

At a time when this Committee is seeking to make the rax systeor 
more fair, it would be strangely inconsistent to increase the tax 
burden borne by the one- third of the adult population who choose 
to smoke while no comparable tax burden is shared by consumers of 
other products. 

At a time when this Committee is seeking to make the rax 
system more neutral, it would be unneutral to raise a tax that 
singles out one industry. 

At a time when this Committee isr seeking to promote economic 
growth, it would be ** ant i- growth** to use the taxing power to 
raise costs, reduce sales and eliminate the Jobs and other economic 
benefits our industry would provide if it were taxed on the same 
basis- as other industries. 
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AC a tine when this Coomltcee is seeking to make the tax 
system less burdensome on the poor, it would be unfair to double 
the scheduled rate of a regressive tax that bears most heavily 
on those least able to pay. 

The issue of regressivity deserves particular attention. 
One authority. Robert Tollison. professor of economics at 
George Mason University, has testified that "Excise taxes on 
tobacco products are the most regressive of the selective 
consumption taxes..."* 

The burden of the cigarette excise tax on smokers with 
an income below $10,000 is five times as great as that 
borne by smokers with income above $50,000. The regressive effect 
of this tax is intensified because smoking is more prevalent among 
lower income groups than among those In higher income brackets 1 
This is a tax which is collected in disproportionate share 
from the poor and lower middle income classes. 

Regress iveness is by no means the only defect of the form 
of taxation you are considering today. 

The selective excise tax has been subjected to strong criticis 

by economists. No less an authority than the Assistant Secretary 

of the Treasury for Tax Policy. Ronald A. Pearlman said last 

December: 

...yeu will not find any economist and 
you will not find me defending excise 
taxes as anything other than revenue 
raisers. They are regressive. They 
are industry specific. They are 
unsound in my Judgment from any 
economic or tax policy basis..'.! would 
not seek to defend them on any rational 
basis. 
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In view of all of these manifold defects, we urge that this 
form of taxation be used sparingly and its rates kept low. 

The Federal cigarette excise tax should not be considered in 
isolation from the many other forms of taxation imposed on the producers 
and users of tobacco by government at all levels. The tax burden borne 
by this industry and its customers is mammoth in comparison with that 
borne by business in general and by consumers of other products. 

The magnitude of this burden is established in a forthcoming 
study by Chase Econometrics. It finds that, when all types of 
taxes paid to all levels of government are taken into consideration, 
48 per cent of the expenditure of smokers for. tobacco products ends 
up in the hands of Federal, state and local tax collectors. 

Two factors explain this extraordinarily high figure. First, 
the tobacco industry and its customers are singled out for an added 
charge in the form of excise taxes, yielding close to $10 billion 
annually to the treasuries of the Federal Government, all 50 'states 
and approximately 400 local governments. Secondly, cigarette 
manufacturers bear one of the heaviest effective rates of Federal 
corporate income taxation. 

In considering whether to increase the scheduled cigarette 
.excise tax after October 1 of this year, Mr, Chairman, your Committee 
should make its decision mindful of the entire excessive tax burden 
imposed on those who choose to smoke. 
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Obviously, Che scares, which rely heavily oo tobacco taxes, are 
greatly affected by any decisions you make on the Federal tax. There 
is a widespread attitude among state officials, which they can better 
express than I, chat a higher Federal tax poaches on a field which 
should belong to them. Three years ago the President, under the 
concept of the Hew Federalism, gave support to this position by 
proposing that the Federal Government withdraw from this field 
of excise taxes leaving it exclusively to the states. 

Between 1951 and 1982 the Congress respected the primacy of 
the states in this field of taxation. The Federal excise rax 
remained at 8 cents while the states raised cigarette taxes 
frequently and substantially. In three decades state revenues 
from this source rose from $465 million annually to more than 
$4 billion - almost a ten- fold increase. During this period, 
states increased the tax rate on cigarettes by 440 per cent. 

Fifteen states, anticipating that the temporary added excise 
tax on cigarettes would sunset on schedule, have this year pifovided 
for an increase in their cigarette taxe^. 

Were the Congress to reverse its decision on the Federal tax, 
the effect would be disruptive on State finances, and those States 
which have taken such action contingent on the sunset can justifiably 
•complain that they have been victimized by a change of Federal 
policy. 

Mr. Chairman, let me invite the attention of your Committee 
to one other important consideration chat should enter into your 
decision on the Federal cigarette excise tax — the plight of the 
tobacco farmer. 
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The Federal tax Increase was imposed ac a time when the 
problems of the cbbacco farmer were mounting. Between 1978 and 1982 
chronic adversity in this sector of agriculture was manifested by 
a steep reduction in the number of farms producing tobacco in 
several states. During these years the nxjmber of tobacco farms 
in North Carolina decreased by 26 per cent; in South Carolina, 
by 33 per cent; in Georgia, by 31 per cent; in Maryland, by 21 
per cent; and in Virginia, by 18 per cent. Then, in 1983, the 
year the Federal tax increase became effective, the tobacco farmer 
suffered a decline of one- third in the cash value of his crop. 

Currently, the unsold stocks of tobacco under Commodity Credit 
Corporation loan — tobacco that was not bought in the market at 
the support price — amounts to more than 1-1/4 billion pounds. 
The tobacco grower is hurting. 

I trust that the Congress, in its concern to help the 
agricultural community in general, will not ignore the tobacco 
farmer. And I hope this Committee will, ask whether a 16-cent 
Federal tax on cigarettes helps the farmer. 

In 1983 some 710,000 jobs were involved in producing and 
distributing tobacco products, and an additional 1.6 million jobs 
depended on the spending of workers in the tobacco industry. 
Tobacco accounted directly for $31.5 billion of the Gross National 
. Product and indirectly for an additional $50.6 billion. One of the 
few bright spots in the U.S. 1S84 balance of payments was the more 
than $2 billion surplus of tobacco exports over imports. 

Thus, when I ask this Committee to let the temporary added tax 
on cigarettes expire on schedule, I make this request on behalf of 
an industry important to the nation's economy. Tobacco farmers, 
distributors, thousands of retail establishments, the manufacturers 
and sellers of tobacco products, and 55 million consumers will be 
affected by your decision. 



Digitized by 



Google 



IM 



rOHTNCY H. tPF.TCj STARK ti-mtrnf 

«.:- O.M«<T.C»i.i.«— * WAV* M40 MCAM<S 

DiSTWfCT or COkUMIMA 

CONGRESS OF THE UNITED STATES «"c-'--ot.c. 

HOUSE OF REPRESENTATIVES 
WASHINGTON. D.C. 20515 



STATEMENT OF CONGRESSMAN PORTNEY H. (PETE) STARK 

BEFORE THE WAYS AND MEANS COMMITTEE 

SELECT REVENUE MEASURES SUBCOMMITTEE 

JULY 18, 1985 



ON H.R. 2600, THE TOBACCO EQUALIZATION ACT OF 1985 



Mr. Chairman, Members of the Committee: 

Thank you for this opportunity to testify. 

As you know, I am the author of a bill to keep the cigarette 
excise tax at 16 cents per pack, adjust the tax for changes in the 
CPI (but not less than a penny a year) , and to earmark the amounts 
of money above the old 8 cent per pack tax to the Medicare Trust 
Funds. The rationale for this is that cigarette smoking imposes 
medical costs on society and, in the spirit of "user fees**, we 
should be increasing the tax and earmarking it for health care. 
In addition, when Federal debt is increasing $5,707 a second and 
when the President's tax reform proposals are clearly deficit- 
expanding ideas, I do not think we can give up some $2 billion in 
annual revenues that people have become used to paying. I,* for 
one, have not gotten a single letter from a smoker in two years 
complaining about the level of tax! 

Under my good friend Mr. Rose's proposal, the tax would fall to 8 
cents in two more months, and only a small variable tax would be 
imposed to cover the costs of the tobacco support program. I think 
Mr. Rose is absolutely correct in understanding that the existing 
program is in extraordinarily deep trouble. The various tobacco 
programs are always in the top three of my constituents' hit lists 
for ways to save money! 

I don't like crop support programs and I believe the tax should 
stay at 16 cents and gradually increase. 

Having said all this, I have great sympathy for my colleagues from 
the tobacco growing states. Some of their constituent families 
have probably been growing tobacco longer than there has been a 
United States of America. To completely abandon the tobacco 
program would be to bring instant and deep depression to many 
rural counties — most of which are already in tight times. 

My point in testifying today is to say that I would support 
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temporarily earmarking a small part of the 16 cent tax to a form 
of adjustment assistance — like trade adjustment assistance, if you 
will — to help farmers move out of this crop and into new lines of 
production and land use. To the extent the tobacco problem is 
caused by overproduction and depressed prices, fewer tobacco 
farmers will mean better tiroes and less need for government 
intervention for those who continue to farm this crop. 

I am in the process of drafting a bill which would earmark some 
cigarette excise tax revenues to the tobacco growing states for a 
temporary program of adjustment assistance. The assistance could 
take the form of everything from marketing research, to 
low-interest loans for co-ops to help with machinery, packaging, 
storing, marketing, and transporting the new types of crops. This 
type of adjustment assistance would pay off through reduced 
tobacco subsidy costs and through a lessening of this divisive 
issue in the public debates on agricultural policy. These low 
interest loans would be justified as a "buy out" of long held and 
valuable tobacco crop allotments. Once the allotments were traded 
in for a loan, they would not be reissued and the acreage would 
pass out of tobacco production and into new kinds of crops. 

Some tobacco farmers may ask, "What alternative crops? 
Everything's depressed." I am not a farmer and have no green 
thumb, but I know that when I go to a grocery story and see people 
charging $4 plus for a half a pint of raspberries, that a Jittle 
more supply would be in order. This past weekend, farm raised 
rainbow trout were running about $4.99 a pound in one large 
grocery story. Veal is always an eye-opener. It is the middle of 
the summer, and red eating cherries are running $1.79 a pound. I 
mention these as examples of items which are popular but where 
demand in the large Eastern cities is limited by the very high 
prices. Some creative marketing and alternative crops in the 
Central Atlantic States ought to be possible for those who are 
exhausted with the tobacco wars. 

I offer this peacepipe to my tobacco state colleagues in the hope" 
that it could help their constituents and point to a long-range 
answer to the tobacco problem. In so doing, I am helping my 
constituents who are faced with hundred million dollar liabilities 
from storehouses full of tobacco and who are sick to death of the 
tobacco subsidy program. It is in the interest of everyone to 
encourage a reduction in the number of tobacco farmers, but to 
encourage the continuation of farm families and diversified crop 
production. 

I will be happy to share my ideas oii this draft bill with others 
to see if there is interest in this "end the tobacco subsidy/help 
the farmer" approach. 
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